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---Upon commencing at 9:30 A.M, 

THE CHAIRMAN: Mr, Secretary, we have reached 
the time and I think we will start. 

THE SECRETARY: Good morning Mr. Chairman 
cand Commissioners, This morning the brief is being pres- 
ented by the Independent Petroleum Association of 
‘Canada. Mr. D. E. Mitchell, President of the Association 
is here together with a number of his colleagues. Mr. 
Mitchell is going to make a few introductory remarks 
and introduce his colleazues to the Commission, 

This submission is in two parts, a supplement 
of the original brief together with a supplementary 
brief which I will enter into the record as one exhibit, 
Exhibit No. 279. 

---EXHIBIT NO, 279: Original brief and supplement 
of the Independent Petroleum 
Association of Canada. 
SUBMISSION OF 
INDEPENDENT PETROLEUM ASSOCIATION OF 


CANADA 


Appearances: MR, D. E. MITCHELL, President Taxation 
Committee, 

MR. R, F, BUCHANAN, Chairman, Taxation 
Committee. 

MR. A, LARSEN, Director and Secretary 


of 1.P.<Awc. 
MR, H,. N, HOTCHKISS, Director of 
eee gee ea te 


MR. S. D. ALLEN, Foster Associates. 
MR. H,. G, PEARCE, Foster ASsociates, 


THE CHAIRMAN: Thank you, Mr. Secretary. 


Good morning Mr. Buchanan and gentlemen, 


Mr. Mitchell, you are the President of the 


Association? 
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MR, MITCHELL: Yes. 

THE CHAIRMAN: We are glad to see you. You 
gave us some very interesting information to read, which 
we have enjoyed and we will have a few questions to put 
to you, 

This morning we have asked our legal advisor 
and counsel to lead the questions, That does not mean 
we will not dcoatit of questioning ourselves, It may take 
all morning to get through this and perhaps this after- 
noon too. 

Before we proceed to our questions would you 
care to tell us a little bit about yourselves and your 
organization and if you have any introductory remarks 
to add to what is already here we would be giad to have 
them, 

MR, MITCHELL: First, Mr. Chairman, I will 
introduce my colleagues at the table. My name is D. E. 
Mitchell and I am from Calgary, Vice-President of an oil 
firm there and President of the International Petroleum 
Association of Canada. Second from my right is Mr. Pearce 
of Foster Associates, the consulting firm retained by 
International Petroleum Association of Canada, who pre- 
pared this brief. On the right of Mr. Pearce is Mr. Allen, 
also of Foster Associates. On my immediate right is 
Mr. Buchanan, who is Chairman of the Taxation Committee 
for the Independent Petroleum Association of Canada. On 
my immediate left is Mr. Larsen, the Secretary and 
Director of the Association, On his left is Mr. Hotchkiss, 
a Director of the Association. 


These are the gentlemen here to-day to answer 
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the questions brought forth by the Commission, 

Mr, Chairman, I will fead a brief opening 
statement. The Independent Petroleum Association of 
Canada is pleased to have this opportunity to appear 
before the Royal Commission on Taxation. The Canadian 
Petroleum Industry has contributed substantially to 
Canadian economic progress and we believe the independent 
producer has played a vital role in this contribution. 

We define a Canadian independent producer 
as one which is wholly or very substantially dependent 
for its revenues and future growth upon oi1 and gas re- 
serves in Canada. The role of the independent has been 
covered in the brief. 

On the North American Continent the Canadian 
oil industry is relatively new as an important producer, 
dating from the discovery of Leduc in 1947. The industry 
grew rapidly and quickly reached the stage of direct 
price competition with older, established United States 
producers, This price competition became even keener 
when our expanded production surmounted a tariff barrier 
and moved into foreign markets. 

In order to maintain our present markets 
or to reach into new markets, we must be competitive 
price-wise. This requires us to look at the depletion 
factor as part of our long-run economics. 

Tax, in the final sense, is a cost factor whic 
must be recovered in the selling price in determining a 
rate of return, Effective percentage depletion was 
a well-ingrained reduction in expense factor for the U.S. 


producer supplying the same markets when Canadian crude 
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oil first made entry. 

AS a result the Canadian industry is subject 
to higher income tax, transportation costs, and sales taxes 
are also higher, These have been major factors in decreasing 
the ability of Canadian independents to acquire funds 
for growth purposes, 

The lack of ability to acquire sufficient 
funds for growth has undoubtedly been a large factor in 
the sell-out of many Canadian independents, At the 
present time investor interest in Canadian oi1 companies 
is relatively low and very little new equity money is 
available to these companies. As a result they largely 
must rely on internal cash flows and borrowed funds to 
the extent such are available, Borrowed funds should 
not replace risk capital for exploration, 

In the past Canadian companies have been 
able to supplement their own available exploration funds 
with funds from U.S. investors, very often individuals 
or non oil companies, who are able to deduct their 
drilling cost against income from any source, This has 
been an important factor inthe existence and growth of 
many of these companies. 

Since the revision of the Canadian Oil and 
Gas Law in 1962, this U.S. source of funds has declined 
substantially. It is desirable that these U.S. funds 
be available and it is more important to the national 
interest that similar funds from Canadian sources be em- 
ployed in the oil industry. This would not only provide 
new funds for the use of the Canadian independents, but 


would create added Canadian ownership of natural resources 
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From studies included in the brief it is 
indicated that the industry in Canada does not earn a 
high rate of return, It is true that the very nature 
of exploration lends itself to an occasional important dis- 
covery early in an exploration programme but this, of 
course, is offset by the experience of others whose 
fortunes have not been as good and who may spend large 
sums of money without achievingany important results, 

In considering even a fortunate discovery we would still 
find that under present Canadian tax laws immediate ded- 
uction be aes credits would result only ina 
temporary deferral of tax and that eventual realization 
of profits can come only in the form of taxable income, 
Since the sale by the capital gain route is now closed, 

It is true that the widening of the base 
of thos entitled to deduct drilling cost from other re- 
venue would in a minor sense reduce immediate income 
tax revenue, In the longer run it would increase the 
taxation base, 

The Canadian oil industry to-day seems to be 
in an inconsistent position where our markets are in- 
sufficient but an increase in the level of exploration 
is needed. Although we have excessive producing capacity 
to-day, our trend in years of future supply is downward. 
If this trend is continued we will eventually reach the 
point of insufficient current supply. The process of 
initial exploration through final drilling and production 
is a period of several years and substantial lead time 
is necessary to reverse the present trend. 


This leads to the conclusion that there needs 
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to be additional financial incentive at an early date 
if exploration in the future is to be at a level which 
Will provide sufficient supplies for a future time, 

Tax incentives can take many forms, such as 
direct subsidies, tariff protection, or deductions which 
delay or lessen tax. The Canadian oil industry is not 
protected by a tariff, even though its.exports are 
subject to a tariff when entering foreign markets, Nor 
is it receiving a subsidy as are some industries. 

It is requesting incentives in the form of 
effective percentage depletion and a provision for 
broader Canadian participation in the industry. In the 
long run this should result in higher tax revenue to 
the Canadian Government, since the larger activities would 
in themselves create more employees who pay taxes, 
enlarge or create secondary industries which sell to 
and service the oil companies, and would produce addition- 
al Sales tax revenues to the Government, 

Ultimately it would produce a larger industry 
with a more Canadian content, which would be more effectiv 
in creating or saving foreign exchange. It seems in- 
evitable that the ultimate tax revenue would also be 
increased, 

In summary we urge first that there be 
equal opportunity created through the measures we have 
recommended for Canadians to participate in oil industry 
investment and ownership, and that there be early 
action to obtain this objective recognition of the 
substantial time that is necessary in the industry between 


investment and realization of increases in reserve and 
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productivity. 

Thank you, Mr, Chairman, 

THE CHAIRMAN: Thank you indeed. Mr. Stewart, 
are you ready to start questioning? I wish you would 
make it clear to us from your questiansat the outset 
exactly the situati6én between an dc pueden and inte- 
grated oil company. I would like to be sure I understand 
just who the independents are. I suppose some of them 
are regular dividend payers and some are most highly 
respectable concerns, I would like to know as much about 
that as possible, Mr. Stewart. 

MR, STEWART: Yes; Mr.Chairman, ©I. think 
we might start in this way: it is possible Mr. Mitchell 
could make available to us a copy of what he has just 
read, There were some thoughtful remarks amplifying 
some of the points made in the m@erial before us and 
we might consider that statement further. Would you have 
an extra copy? 

MR, MITCHELL: There is no extra copy inasmuct 
as the editing was done at a late hour. Perhaps I 
might confer with the Secretary in order to obtain that 
objective, 

MR, STEWART: If you could make that availabl 
to the Secretary he could have a copy struck off and 
probably we could secure that by lunch time. 

MR, MITCHELL: Thank you. We would be very 
pleased to co-operate. 

MR, STEWART: Mr. Mitchell, going on with 
the basic question which the Chairman has raised, I 


am wondering if a simpler course might be to identify 
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the integrated companies, if we have a distinction be- 
tween independents on one hand and major and integrated 
on the other, Would you deal with this and indicate 
what the distinction is and how many people come within 
each class? 

Pepe ChE Lied Yes) slieerviestelamient 
Say that defining and independent oil producer is a 
challence forhany of usdateanyntimerusTherecisean 
overlap that is implied in the question. 

We define an independent producer by exclusion, 
you might say. We say that an independent producer 
is one which is wholly or substantially dependent upon 
Canadian sources of income and this is really the group 
that is before you to-day. 

Now there are a few independent companies tha 
are integrated and in that sense we can use the terms 
interchangeably. These are not very substantial in 
the overall marketing position of Canada but certainly 
they have a position, 

The contrast perhaps in this definition is, 
you might say, the international oil company which has 
choice in its revenue and a choice as to whether it 
wilivusellsasbarrelvof obbeinca foreign country fontagoarrel 
of oil in Canada. Either way the funds come into the 
treasury. 

This, sir,<is perhaps in plain words «as 
close as I can reasonably come to making that definition, 
I would be glad to further elaborate if you wish, 

THE CHAIRMAN: Might I remark, Mr. Stewart, 


that I took the definition from Page II - 3 in the bound 
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Submission where it says "Both the independent companies 
and integrated companies", I underlined the words becaus 
I thought that denoted a distinction, I see, as you have 
told me, that some of the independent companies are 

in fact integrated. Canadian Oils would have to come 
within the independent and also integrated class? 

MR, MITCHELL: That is correct. The integrated 
companies within the independent group are so small in 
number we have tended to use the words in the brief 
"independent" on the one hand and "integrated" on the 
other, "tntegrated" to indicate those companies which 
have other sources of revenue, 

THisCHATRMANee There are so few do you mind 
mentioning who they are? 

MR, MITCHELL: I think the most noteable 
example would be Husky. 

THE CHAIRMAN: It has got service stations? 

MRI MITCHELIG: Yes; 16 has, 

MR, STEWART: Would you put Supertest in tha 
category? 

MR, MITCHELL: Supertest is another, 

MR, STEWART: Then, Mr. Mitchell, I take 
it there are American companies in the United States whic 
might be regarded as independent but which also operate 
in Canada, If you consider your definition of "internation- 
al" as one which may be selling in Canada and elsewhere 
some of these would be international in that sense or 
are you contemplating those selling outside of North 
America as within North America? 


MR, MITCHELL: We really consider those 
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primarily outside of North America. There is indeed 

an inter-twining of this definition, We recognize it, 
Mr, Stewart. There seems to be no better way to arrive 
at a definition, 

MR, STEWART: You would have integrated 
companies within your association, 

MR, MITCHELL: Yes, we do, Canadian Husky 
is an example. Supertest is a member of the association. 

MR. STEWART: Large Internationals such as 
Jersey Standard and Texaco and Royal Dutch and so on, 
they would not be members, 

MR, MITCHELL: They are not members of the 
Agsociation, that is correct. 

MR, STEWART: Does that clear that up, 

Mer. Chairman? 

THE CHAIRMAN: I think it does. 

MR. MITCHELL: This includes too a subsidiary 
of the International Firm, such as Imperial Oil, for 
example, Imperial is not a member of the independent 
association. 

MR, STEWART: And the Canadian affiliates 
of the majors, would they be members of your Association? 

MR; MITCHELL: There may be one or two 
exceptions to that. The membership of the Association 
is really Canadian producers. There is one example 
now of a company that has been purchased by a larger 
company that is still on our rolls. We find this happen- 
ing from time to time and treat each case in its own 
circumstances. Certainly excluded franthe list would be 


a company such as Imperial which is established as a 
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Subsidiary of International O11 Company, 

THE CHAIRMAN: Then it really relates to 
ownership; does it not? 

MR, MITCHELL: Yes, it is ownership coupled 
with dependence upon Canadian income, 

COMMISSIONER PERRY: Has anyone ever tried 
to set all this out in your by-laws? 

MR, MITCHELL: Each time there is a change 
in the Board of Directors of the Independent Agsociation 
Someone raises this point and it usually results in 
the suggestion that they be the head of a Committee, 

The solution is not forthcoming. 

Strangely enough although we have this 
indefinite form of definition there is certainly a 
clear understanding amcng those in the Association as to 
what we are trying to do and as to whom will be able 
to try to do it on behalf of the Association, 

We are an Association that looks to Canadian 
interests, Canadian production, 

THE CHAIRMAN: Many of your members would be 
regular producers and be paying dividends? Or was 
that your next question, Mr. Stewart? 

COMMISSIONER PERRY: I just had one further 
question as to the relationship of this Association to 
the Canadian Petroleum Association, You would be members‘ 

MR. MITCHELL: Yes, we are members. 

COMMISSIONER PERRY: You are not a protest 
eroup but a separate organization? 

MR, MITCHELL: We come back to the dependence 


upon Canadian income again. The Canadian Petroleum 
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Association is, you might say, a sister or brother 
association to whichmst of us belong and we do so because 
it has substantial resources, you might say, in terms of 
personnel and otherwise to do jobs, for which we are 

ail in agreements 

The Independent Association was really formed 
at a time when the oil industry in Canada was suffering 
very badly from lack of markets and there seemed to be 
no way of tne two groups within the Associations getting 
together, 

One group felt very strongly there should 
be a nationaljoll;poliey and the other, I'would interpret, 
felt there showld)be=no united jindustry action tortry 
and get this accomplished, 

We of the independents come back to the same 
point, our reliance largely upon Canadian income and 
we have to do something to get the Canadian income pro- 
vided, as we are attempting to do again to-day. 

MR, STEWART: Your Association was formed 
when, Mr. Mitchell? 

MR, MITCHELL: This association was formed 
in 1961. The Secretary will check that date. 

MR, STEWART: Coming back to the Chairman's 
other point, when we consider to what extent the independ 
ents have been in a position to pay and have paid 
dividends could we look at them as a group or should we 
distinguish between independents which are subsidiaries 
or affiliates of foreigncompanies, on the one hand, 
and independents which are controlled in Canada, on the 


other hand, 
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MR, MITCHELL: I refer that to Mr. Larsen, 
tel omay. The question was raised as to whether in 
considering the dividend paying companies they might be 
eonnicered as a group. 

MR, LARSEN: To the best of my recollection 
in looking at the list there might be approximately six 
oil comp:nies that have a record of some common share 
dividend. None of them, I would say, are very substantial 
proportions, Basically it is a non-dividend paying 
group. 

"THE CHAIRMAN: That is six of your members? 

MR, LARSEN: Six is the approximate number, 

THE CHAIRMAN: Those are not subsidiaries 
of U.S. or other foreign companies? 


MR. LARSEN: Basically not. 
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MR, STEWART: Those six presumably if they 
are on a dividend-paying basis will have been paying 
taxes on income and will have been taking depletion allow- 
ances? 

MR, LARSEN: We are not fully aware of all 
those facts, 

MR, STEWART: How many members of your Assoc- 
iation would there be at the present time? 

MRo LARSEN? The Lasteccunt was7l believes 137. 

MR, STEWART: Of that 137 could you indicate 
particularly what percentage would be actual producers? 

MR, LARSEN: Probably about two-thirds, 

MR, STEWART: I take it that there would be 
a good many other independent companieswhich are engaged 
in exploration at any rate, and possibly in production, 
which do not happen to be members of your Association? 

MR, LARSEN: Which are not members? 

MR, STEWART $®--Yest 

MR, LARSEN: There are some others, butnpst 
of themare members of our Association, 

MR, STEWART: That is most of the producers? 

MR, LARSEN: Producers in any important 
sense, 

COMMISSIONER PERRY: There is a footnote wnich 
gives the names of companies that have presented a 
brief in the name of somebody, Royal Commission on Energy. 
On Page 43, Could we take it these are the larger companies 
in the Association? 

MR, MITCHELL: No, sir, not necessarily. 


THE CHAIRMAN: We can take it these are member 
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of your Association, can we? 

MR, MITCHELL: They were at the time of this 
record, One is no longer a member, sir, No, two of 
them are no longer members, 

MR, STEWART: Is that because they have been 
taken over by some other company? 

MR yp (MITCHEbLA6 Yessy Lh is. 

MR, STEWART: Well now, gentlemen, I would 
like to move on from here to discuss the position under 
Section 834A | of the Income Tax Act. So far as your 
industry is concerned, and so far as your members are 
concerned, and these questions, therefore, will relate 
to a considerable extent to the small submission which 
you have made, or the shorter submission. That sorther 
submission raises a number of questions about Section ga, | 
some of which are quite technical, 

Before I get into them, which I would like 
to do, I would like to ask some more general questions, 
and the early ones at any rate I think, or at least I 
hope, are non-controversial, 

I would like to be sure that we are on common 
ground in our approach to this particular section. I 
think the simplest thing would be for me to put a number 
of propositions to you and get your reaction to them. 
Would you agree that under the present provisions of 
the Section your members can deduct in the computation 
of income all their exploration and drilling expense, 
at least as far as the period after April 10, 1962 is 


concerned ? 


MR, BUCHANAN: Yes. I think that is a fia in 
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question. We could certainly deduct those costs to 
the extent we have available income. 

MR, STEWART: Now, since April 10, 1962, 
those exploration and drilling expenses that you can ded- 
uct have included certain land acquisition costs. 

MR, BUCHANAN: That is right, Mr. Stewart, 
in connection with your Section as it pertains to your 
mineral rights any costs that have been incurred since 
the April date may be written off. 

MR, STEWART: I take it that one major item 
which you still cannot deduct under Section 83A consistis 
of the costs of rights acquired prior to April 10, 1962? 

MR. BUCHANAN: That is right. The legislation 
in existence at that time, of course, placed certain limit|- 
ations on the timing of the write-offs, and also 
qualified the basis on which they could be written off. 
Asffarmasithe future iseconcerned; of course, only if 
those lands are surrendered can we continue to get that 
write-off. If, for example, they were sold, then it 
would automatically mean that those costs would not be 
available as a write-off even though income received, 
gross income received from it, is now being treated as 
taxable income in our hands. 

MR, STEWART: Thinking solely of these pre- 
April 10, 1962 acquisition costs, have you any idea 
what the total amount involved is so far as the industry 
is concerned? I am thinking of lands which have not 
been and which may not be possible to absorb through 


section 83A. 


MR, BUCHANAN: I do not believe we could give 
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you a correct answer on that, Mr, Stewart. If we go 
back far enough, of course, we must recognize many of 
these costs were never allowed at all until legislation 
came into effect in 1956, and to my knowledge we did 
not have that information which would really give us 

a total figure on what you are talking about here, 

I have heard, but I cannot substantiate 
the figures, probably about seven hundred and fifty 
million dollars. 

MR. STEWART: I think in the pamphlet which 
was published recently by the Canadian Tax Foundation 
entitled "Oil and Gas Production and Taxes" -- this is 
one which, as you know, was published earlier this 
year -- I think there were two estimates; one of about 
five hundred million dollars and one of nine hundred 
million dollars, and your figure of seven hundred and 
fifty million dollars would be more or less in the 
middie of that range. 

Well now, another type of expenditure which 
I take it cannot be recovered under Section 834 | is 
expenditure on depreciable assets, that type of expenditure 
being recoverable through capital cost allowance. 

MR, BUCHANAN: You are dealing strictly with 
equipment involved here, of course, It is divorced 
completely from your Section 83 A. . 

MR, STEWART; Yes. Are there any other major 
items either pre-April 10, 1962 or subsequent to that 
date which cannot be recovered under Section 83 (Ge 

MR. BUCHANAN: I have mentioned these prior 


land costs, of course, or mineral right costs. 


edetsnngeque Zoning 2 Itt , bread ave bps 
 - @H221 dae Beghrud aayor suods “idadorg:yanauge? ents 
: ctemmnnone-dibent tn 

rotily Joartqocy wit of ankds 1 sAMETE 


_ Reesabnin® Ke? makbersd eft yd uliaooet bedekicug sew | 
‘ gt ented -- “esxel Smo notéeubeut ent few 120" bekekia 
gin weliane bodeli¢uy sew ywowtwog as . ftps eno | 


odivede Te sav pssiahdas owt stow oreds sink T+ sa0K 
bextiaued salu Yo ead See seeltob aolilin berbnced evk? 


bie boxbew! wevee Sh onvall avoy ban yevebiod notiite | 


aie mhoasel mt erom of Divow eveflfob moriiin yi 
outlier tend ‘to sihbtm 
iotdw santifivess to seyt terhiene .wod LLoW  « 
eb 828 mottos? ashe Sexevosoy of gonned Yt owed d 
dentoreae to say? Jedd ,steees oldstoonged no emdibaegze 
~ xsunswolla Jason Ladino. aguonts eldatevcoet gfted 
(hie yidebee galisel ota Go¥ yMAWAHOUR JAM © 
hoonowth Wh aE .oaTNeD tte ete Revfovat Jaeugtupe 
_ » wWhgs aghives, avoy sot? yledeigqmos 
‘mabe "ato ona onorid aR +ae%) gTAAWETE. . 7M 
tule ot dneupeadve to GOCL Ot ttngh- ong silat: amas 
ta‘E8 nelios& tobar Dersvooe’s ed: sontievidonin etsb | 


| asc00! ge tonerttm 40 oatt09 26 , A280 


! 


tts 


ie 


sotny seed benagwmem eves! I eee r 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 6137 


MR, STEWART: Yes. 

MR, BUCHANAN: I do not believe there is 
anything else, Mr. Stewart. 

MR, STEWART: Well now, I have several other 
propositions which I think are correct, but if they 
are not, I would like you to tell me. This Section 83,. 
deduction can and must be taken to the extent there is 
income immediately the income becomes available? 

MR, BUCHANAN: Right. 

MR, STEWART: It can be taken so far as 
companies whose principle business is in the petroleum 
field -- it can be taken from income from all sources? 

MRenBUCHANAN: > oThateiLsiright, ‘sir. 

MR, STEWART: It can be carried forward in- 
definitely? 

MR, BUCHANAN: Right. 

MR, STEWART: And there is no tax therefore 
on production income until these costs have been completel 
absorbed ? 

MR, BUCHANAN: That is correct. 

MR, STEWART: Now, I would like to make sure 
that we understand each other as to the distinction be- 
tween the Canadian treatment of items of this nature and 

that in the United States. I have two propositions to 
put to you. The first is in the United States expense 

of this sort which relates to producing properties must 
be capitalized? 

MR, LARSEN: I would say under the U.S. tax 
law rights to use the land in whatever form -- it may 


be leased -- can be written off when abandoned. 
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THE CHAIRMAN: Can be written off? 

MR. LARSEN: When abandoned. 

MR, STEWART: My question related to producin 
companies, 

MR. LARSEN: To the extent that land adheres 
to producing property it can be written off to the greate 
cost or percentage depletion, 

MR, STEWART: I am trying to compare the 
treatment of exploration and drilling expense, including 
land acquisition costs, in the two countries before we 
get to the depletion stage. In Canada under Section 
83 A , at the moment we can, if we acquire a producing 
property, we can deduct under Section 83 A our explor- 
ation and drilling expense and now our acquisition costs? 

MR, LARSEN: Right. 

MR, STEWART: There is nothing corresponding 
to that in the United States? 

MR, LARSEN: Not immediate write-off of 
acquisition costs. 

MR, STEWART: Nor on explorations and drill- 
ing expense? 

MR, LARSEN: Exploration and drilling expense 
can be written off immediately. Maybe I should qualify 
this by saying direct drilling costs become immediate 
write-offs. Certain aspects of reconnaissance of land, 
short of drilling, are immediately capitalizable. 

MR, STEWART: All right. 

MR, LARSEN: I am talking about such things 
as gravity work and seismograph work that would be 


iimitially capitalized. 


of 


id Gaeheoutin ieee a ee pee 
gerkiiaod t ,2anegxe uotliteh tes Acted Ravtadainent’ | | 
_ Sw suoJed satusdavon ond wit nt pateog AoLdletupos bast 

. GokSo0n “whew stacy aT \syede stettetget ett onteg | 


gatowhosg # witspos ow Tt ,deb ey Gaenmom edd ga | AEB | 


| akan ‘tia 4 PR notin tybal tnybetr aan ‘ew Jeereqoty | 
| qtn0s mopthstnowe ‘THe won fine sutiedxe gotletab bia woldes 
neti «WaemAr MO 
Enkbcoqae tres yaldion ab eusit oTRAWETE .aM- 
fend nse, bev oly at tants oF 
| to tto-stiuy edstiemmk gon saeRAr i 
| | | adeos colvlalgpos 
-itzh one acottesotqse nace  oPAWEER he 
| | Tsensgzo git 
Sadeaee pntlriab- dre not sereal qua WGSSal 7 
. TLL sno bruade T sdyvem Vgledekhbommt tTo neviitw od nes 
| etTstboamst sthoowd. eteoo poli Liat toscth gityee yt ebnit 
inal lo 8 =«6eamselentoest (Io esvages wisie> 8 .eTio-~esliw 
|, Oidsstintiqns Yletarhamml ets ,patlirah To Prorts 
| Uadett ILA +TAAWETE |. aM | 
Sgnkay cows tegdo geist me I MReAAT . 5M 
oo Oluow tard stew Ses nyorm Les. hits aitow yelvets as 
vbestiediges Ylfekiiat 


: 
{ 
} ; 
S 
; 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 6139 


MR, STEWART: So far as non-producing prop- 
erties are concerned, or it may be this applies as well 
to the drilling expense with regard to producing propertids. 
Let us take one at a time. Let us take acquisition 
costs and exploration and drilling expense with regard 
to non-producing properties. As I understand it these 
are treated as a current expense as they are incurred, 
but if the particular company incurs losses in the year 
in question, they can simply be carried back or forward 
according to the normal rules with regard to losses 
carried forward, 

MR. LARSEN: In the States this is correct, 

MR, STEWART: Now, would the same apply to 
those expenses with regard to producing properties which 
can be treated as current expenses? 

MRew LARSEN: -sThat. is+right,. There is,no 
concept of a body of separate tax credits. It is all 
encompassed in the profit and loss position, 

THE CHAIRMAN: There is one part of that I 
do not fully understand, and that is acquisition costs 
may be written off at the greater @ cost or percentage 
depletion. 

MR, STEWART: I think, Mr. Chairman, we will 
come back to that, 

THE CHAIRMAN: I don't see how you can cross 
the two. 

MR, STEWART: I think this is a matter we 
can discuss when we get to the legitimate subject of 
depletion, but my understanding is in the United States 


you have a choice when it comes to depletion, You take 
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the higher of the two things. One is cost depletion on 
the unit of production basis, and the other is a percent- 
age of gross production which is 274 per cent, with 
a limitation of 50 per cent of net income from the 
particular property. 

Is that broadly the situation? 

MR, LARSEN: Yes. 

THE CHAIRMAN: And the higher means the highe 
charge year by year? 

MR, LARSEN: Year by year and property by 
property. 

THE CHAIRMAN: So that you can take your 
choice in regard to each property? 

MR, LARSEN: I believe that is correct. 
I might elaborate a little bit. Depletion is applied on 
property on a current basis and then each year you run 
your calculation and you take your choice, 

MR, STEWART: I think the significance of 
Mr. Larsen's earlier answer, Mr. Chairman, was that these 
items which we permit to be deducted under Section 83A 
which under the American practice have to be capitalized, 
can of course in the United States be recovered through 
the operation of the depletion system, 

MR, LARSEN: Right. 

THE CHAIRMAN: That is what I was getting at. 

MR, STEWART: Broadly speaking, Mr. Larsen, 
it would appear to me that the present Canadian treatment 
of exploration and drilling expense and land acquisition 
costs is more generous or more liberal than the American 


system, looking at it from the point of view of the 
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taxpayer. 

MR, LARSEN: In the sense that an earlier 
deduction may be taken, 

MR, STEWART: I would like'to get your re- 
aAGULON GO cble: Could © ask carey os aud*ar you "are 
familiar with what I think is a very recent publication 
of the Canadian I stitute of Chartered Accountants, 
entitled "Accounting Problemsin the O11 and Gas Industry", 
written I think by a group under the leadership of Prof- 
essor W. V. Cousts, Are any of you familiar with this 
wartiou lane toe 

I would like to show you in particular an 
extract from Pages 50 and 51 of that book, and so that 
you will have the context, those pages are’ taken from 
section 12, which is the last section of the book, and 
is entitled "Summary and Conclusions", 

At the bottom of Page 49 there is a heading 
"Oil and Gas Industry", and there is a paragraph beginning 


at the bottom of that page which goes over to the top 


of Page 50, which I mightread. 
Before reading it, I might say that the earlie 
part of Section 12 describes the conclusions they came 
to on the general function of accounting in relation to 
the petroleum industry. I do not think I need bother you 
with that at this moment. The paragraph I referred to, 
after summarizing their conclusions on this general 
point, reads as follows: "In accordance with the above 
conclusion, the problems of the industry have been 
analysed and evaluated by the standard applicable to the 


industry in general and certain conclusions have been 
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drawn, The result has been a series of recommendations" 
-- we are now at the top of Page 50 -- "Regarding the 
treatment of income items in the accounts of these companiles. 
These recommendations may be summarized as follows," 
I do not think I need bother you at the momen 

with the recommendations 1 and 2, but I think it might 
be worthwhile to take the time to read 3 to 7, because 
you have not seen them before, 

"3. The principal asset of an o11 and 

gas company is its reserves of oil and 


gas in the ground. The expenditures 


incurred to find and develop these reserves, 
(called in this Study, "pre-production 
expenses"), are performed only for the 
purpose of obtaining access to them and 
they are, therefore, all essentially the 
same in nature. Accordingly, all the costs 
incurred in finding or developing reserves 
whether they are ostensibly for lands, 
rights, geological and geophysical explor- 
ation or for the drilling of wells should 
be treated in the same way and capitalized 
as part of the cost of the reserves ultim- 
ately developed." 

And you will see there is a reference there 
to Section 6, which is the sectionof the booklet which 
goes into the general subject summarized in recommendation 
3 in some detail. 

"l since not all reserves of oil and gas are 


identical, some recognition must be given 
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"to the variation in costs between different 
£Leids rorepocis ;e0Ineivne absence of any 
Significant logical or physical relation- 
Ship, the best unit for the accumulation 
of costs is the "area of interest". A111 
expenses Should, therefore, be allocated 
to an "area of interest" where they will 
be accumulated until the quantity of oil 
or gas resulting from the expenditures is 
known, Occasionally, it may be necessary 
to subdivide an "area of interest" when 
it is found that pools or fields of diverse 
characteristics have been included, 
Occasionally, no reserves will be found 
and the total costs assigned to that area 
Will have to be charged to expense, Other- 
Wise, all costs will be capitalized as 
part of the cost of the reserves included 
in one or other area of interest until 
written off through a depletion or 
amortization charge on the sale of oil or 
gas from the area." 

Then there is a cross-reference to Section 7. 

"S. Carrying charges on undeveloped prop- 
erties (lease rentals, mineral taxes, etc.) 
are essentially . identical in nature to 
the other pre-production expenses, They 
should, therefore, be treated in the same 
way, i.e., capitalized as part of the 


capitalized cost of the reserves developed 
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"in the appropriate area of interest," 
And then they refer to Section &, 

"6, Once the reserves found in an area of 
interest are reasonably determined and 
the development work largely completed, the 
costs allocated to the area of interest 
should be related to the reserves estab- 
lished in order to get a unit cost for the 
reserves, These costs should then be 
matched against revenues by means of a 
depletion or amortization charge based on 
the number of units produced in the period.” 

And there is reference there to Section 9. 

"7, The proper measurement of income requires 
a transfer of income tax expense between 
periods whenever a cost allowed for income 
tax purposes in one year is recorded in 
income account in another. The application 
of. this principle to the account ofan 
oil and gas company is perfectly feasible 
and the procedure, therefore, should be 
applied to these companies. Because of the 
operation of the depletion allowance, at 
present 33-1/3% of net income, the 
amount of the tax saving to be allocated in 
respect of excess claims for capital cost 
allowance or for exploration and develop- 

ment expenses will be based on two-thirds 
of the amount of the extra expenses." 


That refers to Section 10. Now, if this is the first time 
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you have seen this, my next question may be, but I hope 
it is not, an unfair question, If you think it is, I 
will not press it, and I will simply ask you to let us 
have your comments on it in due course, 

Would you be inclined to concur in the 
accounting treatment for corporate purposes which is 
recommended in paragraphs 3 to 7 which I have just read? 

MR, BUCHANAN: Mr. Stewart, myself, I do have 
some knowledge of this study being conducted, Ifee 
might just recollect a little bit of them, Professor 
Coutts, as I recall, was doing this study under the 
sponsorship of the Canadian Tax Foundation. Is that 
correct? 

MR, STEWART: Well, according to the preamble 
to this booklet, a study group of chartered accountants, 
some of them practising accountants and some of them in 
the oil industry, who were residents in Calgary, was 
formed by the Accounting and Auditing Research Committee 
of the Canadian Institute, The names of the members of 

that study group are set out here, There are six who 
were engaged in practice and six representatives from 
industry. After the group had met for some time they 
brought Professor Coutts into the operation to review 
the existing practices, and the reasons for those practices. 

MR, LARSEN: My recollection of the recomm- 
endation of the Committee at large was that they did 
not have a recommendation because they could not get 


together on it. Am I not correct? 


mie 
ait 
he A 
er rote Saleles ciaiiien wae <u 
¢basx tart ava TP denie ) of & sfiqetgoteg af hebaommooet iW 
eval of I ,Meaym crewed .aM <MAMAHOUR | ft : i 
T% — bodoubaoe Gated youde Hd? Yo egberwors onoe Fe 
ycsastort .modt Io thd @LIkl & toeLLoscet Jeut taba a 


oid tebe ybve abdd golod saw .fteser T ts ,eduod tr 


7 


Yard sl Noksetnwol xe natoconnd eft Yo qisetoanoga F 
\/PTROANOD f 
sidmeetd oc o galbiosos ,Liew sPHAWHTS , mi : } Ea) | 
— Noaswaeds Yo quetp-yhede & .deliood aint of 


| pt mods Yo sues bes Sicadadooos ytektonuq” met? to omos FO ~ 


7 


HRW ,vIStan GL ednehiser exow ow, exvevbal Ito or? ay 
setitinniod duvseset gabdiowa bes acidAWoooA orld yd bomrzol Pal 
to guedusm ad? Yo aemntt ad pedudheenr detbeaso edd To- ar 

onw xia sue ovedtT veer duo toe ete quoty vhwda taris oc 
mort sovitciaeratyst xle bia votdosaqy at begsade erew PIS 
yor smie ented “tot dom Ger quom eft wedIA® .yrJevdnl FSS | 
wetvos of motte tsqo edd cant €Mwoo roseelos trguond 4 

sobiosiq ccost Wot evfogeon St? fie ,eeoliostg yattatxe ort | AS 

~miooet eit to noltvelcdsey qa AteAAL | jes 

Lb yorld tart ail eyuek 6 sods iim) oF to notiabno fe 

 teg ton bfuos cud? Causoes aunewnedmoses b even goa 
TioeTLes Jor TMA Gah to «orlgeg04 | 
: wal, 404 hy ap 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 6146 


MR, STEWATT: I cannot answer that one, 
Mr. Buchanan, On one of the early pages in this booklet 
it is expressly stated that a study like this expresses 
the views of the effort or the study group concerned 
and does not reflect the approval or the endorsement of 
the Institute mr the Committee on Auditing research, 

On a page at the beginning it describes 
the study group and this statement is made: ‘The Study 
Group has found the product of Professor Ccutt's researc 
to be both helpful and stimulating. After considering 
it at some length, and comparing the principles and 
practices which it advocates with other available methods, 
the majority of the Study Group considers that it offers 
an approach to the problem of resolving the many practices 
in effect that well merit further consideration. In 
particular, it is felt that further consideration should 
be given by the Study Group to accounting for 'tax 
savings' in oil company financial statements and in 
determining an 'area of interest'." 

I suppose that that might be based on a 
qualified endorsement by the group of views expressed. 

MR. BUCHANAN: That is my recollection of 
it. I haven't been personally involved in it. I do 
recall that there were considerable discussions on it 
within this group and so forth and quite a number of 
different concepts that were being developed. 

The thought behind the study itself is one 
of financial statement presentation more to the share- 
holder and the investment people themselves through the 


opportunity of variations that exist to-day in the 
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presentation within the oil industry of their financial 
Statement. I couldn't go beyond that as far as getting 
involved in the study itself because I know nothing 
beyond that on it. 

MR. STEWART: Perhaps I could leave it this 
way: if on reflection there are any conclusions or 
recommendations in paragraphs 3 to 7 here with which 
you violently disagree perhaps you would let the 
Secretary of the Commission know. Would you mind doing 
that? 

“MR, BUCHANAN: Yes, we can do that. 

MR, STEWART: I may have spent too much time 
on this but it was of interest to me because it would 
seem to indicate that the taxation treatment of these 
exploration and drilling expenses and land acquisition 
costs is very much more liberal than strict accounting 
practice for corporate purposes would appa1ently regard 
as appropriate. 

Would you comment on this whether that is 
so or not? Do you think Section 83 A is of great 
value and assistance to the petroleum industry? 
| MR, BUCHANAN: It certainly does accelerate 
the write-off of certain of these costs and to that 
extent defers the tax liability. 

MR, STEWART: Certain alternatives to 
Section 83A approachlave been suggested from time 
to time. 

One is that expenses of this nature should 
be treated as capital cost for capital cost allowance 


purposes and written off under the capital cost allowance 


= a 


= - 7 ie J : 4 A 7? 
hay Ps i r aut al af A tay ] 
b> Wis Tae 4 Se Pipe al . =y 4 
> 7 : > ™ 
: - 2 *-¥ : 
- : : we :  & 
- > Ay + - 7 
—- : P| : é , 
a 2 = -_ 7 § - 
D 
: : 


ebtd et ovate biuco t eqettet sTAAVETG RS ee 
| qn anctoiionoo Yio ote Sietlt noktoeK Ror Me St saw 
dokty avin Suet 7 og & wdtiewgpteg oh scoktabasmmooet 
én? dol biuoy coy sqaiicoq eeTgesih “linetely Hoy 


‘} gekes balm voy bhwoW word vokadimmed eit fo yaetesose  « 


: dang 
wait ob nso sw gse¥-  AMAROUG . am 


ews Mott cod cHeqe evel veo D. cRAWeTe: . AM ; 


Bidow Jl savacsd an of tuguetnd to e@ew JL tod etddeno Bel 


geod? to dtemisatd noltsxte?d add Jad’ etaoliat oF aves | | 


corcictupos bast tus seenegxe) aak£iitb bas noddeapiqxe 


tnkiduesss Yobrra addd Lageddl etom row yisv et Biaep 


| 
| 
| inesex gitucreqge bivew assoguuq etsiaq7zoo Fol sottostg 
| | ,etelaqgotggs Os 
| at Tadd tendon ahkdy wo Corsages oy bLwow 
) jootn Yo et A $8 nobtes weksis soy od tdo0 to 08 
S¢udeehIt mreLoweg saz S- entndadaen One oulsv 
asarslsoos asob vidizsio JI sMAWMAKDUE 2M 
deid oF bie evJuco easid to aletieo to Bo~-ediaw end 
GIELLdell xed ont ate'teh Jdnewxe 
od asvidenissie olesiad sTHAWaT2 . 7 
etl? stort Setseggve need sveidosomqqe =A EG aotdose 
4 


.omid of 
 Sivodse otuten abd Bo @ennoqxe dete ak on. 


| Soniswolis Jaoodstiqes sol Jaow Ladiqaso as bodsets) ed | 


ta 


Wy 
Var 


a 


ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 6148 


system, Another suggestion is that these expenses 
should be accumulated and amortized over the period 
of production, 

Would there be any question as to whether 
you would prefer the present system or either of those 
alternatives? 

MR, BUCHANAN: I believe generally speaking 
we prefer the present system as far as the accelerated 
write-off is concerned. Many of the costs involved, 
of course, we certainly consider as being a direct 
expense oF going concern business or operation and 
as such under either treatment would be classified as 
an expense item and therefore written off in the year 
in which it was incurred. 

MR, STEWART: I would like to come to 
some of the specific points with regard to S3ction 83A 
g which were dealt with in this shorter submission. 

I don't think I need dwell on the points 
you make in paragraph 1 to 4. In Paragraph 5 you 
refer to sub-sections (4b) and (4c) of Section 83 A 
My understanding of the point that you make there is 
this: That a corporation other than whose principal 
business is petroleum and an individual can now deduct 
from petroleum income exploration and drilling expenses 
and land acquisition costs. It cannot deduct under 
this Section 83 An item from the proceeds of sale of 
petroleum properties, of rights, under sub-section 
(5c). 

MR. BUCHANAN: That is correct. 


MR, STEWART: And you indicate, and it seems 
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to me to be so, that this seems an anomalous situation. 
Have you been able to find any explanation for it? 

MR, BUCHANAN: We feel ourselves it was an 
oversight in the legislation, the problem being in 
these Sections(4b) and (4c) the fact that the key words 
in there are that these deductions could only be 
made from income from operation. Well, we feel it 
hard to believe such rights could fall into that cat- 
egory and therefore disallowed. We don't believe that 
was the intent of the legislation. The matters we 

brought forth are those submitted to the Government 

in the hope they would clarify these types of technical 
points or inequalities that exist in the present leg- 
islation, 

MR, STEWART: I take it these points were 
raised after the 1962 amendments came in. You indicate 
here you wrote the Minister under date of March 20, 
1963 and, of course, they have not been given effect 
because Section 83 A. was not amended, certainly in 
respect to what you deal with, in the new Bill, 

MR, BUCHANAN: That is correct, There was 
no indication, of course, in the Bidget Resolutions 
last April, nor would we expect this type of thing would 
be put forth within the Budget Resolutions. It is 
something normally confined to the Act of Legislation 
and the Bill that makes it effective. This Bill is 
on the way through now. I believe it is in the Senate. 

MR, STEWART: As a matter of historical 


record I believe it passed the Senate without amendment 


last night. 
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Now I don't think I need deal with your par- 
agraph 6 but in paragraph 7 you raise certain points 
with regard to sub-section (5a). I would like to 
discuss them a little bit and also raise one or two othe 
points about that particular sub-section. 

Your first point, as I understand it, is 
with reference to the words in sub-section (5a) "Petroleum, 
natural gas or other related hydrocarbons except coal". 
You think that may be unduly iimiting and that if 
under a particular arrangement the right in fact exists 
to take other minerals or gases the particular arrange- 
ment may cease to be within or may never be within the 
Sub-section, Is that the situation? 

MR, BUCHANAN: That is a literal interpret- 
ation, This is what we are concerned with. 

MR, STEWART: Now in your industry when you 
acquire rights ordinarily are they restricted to 
petroleum and natural gas or other related hydrocarbons 
or are they wide open as far as mineral rights and 
petroleum rights are concerned? 

MR. BUCHANAN: This would vary on the type of 
lease involved depending whether you are dealing with 
the Crown or freeholiders. I don't believe I can answer 
specifically. Certainly there are many times eee 
have available to us under our leases mineral rights 
beyond those contemplated by this Section. 

MR, STEWART: Then you refer in particular 
to hydrogen sulphide and helium. Are these the instances 
which are of most concern to you? 


MR, BUCHANAN: They are the two specific 
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items that come to mind. We didn't endeavour to go beyond 
that. 

MR, STEWART: You don't know of any other 
major ones which should be considered? 

MR, HOTCHKISS: Carbondioxide, I suppose. 

MR. MITCHELL: There are other substances 
and perhaps some to-day which are not recognized as being 
of significant value which could came into the picure 
later, These two are the prime ones. I would not 
Say they are exclusively the items. 

‘MR, STEWART: Have you been able to determine 
since your letter was written what interpretations the 
Department is making of those particular words, 

MR, BUCHANAN: We have had no response 
from the Government whatever. 

MR, STEWART: You don't know from experience 
in the industry whether those words "petroleum, natural 
gas, and other related hydrocarbons” are being inter- 
preted by the Department widely or narrowly. 

MR, BUCHANAN: No, we have no experience 
to date. 

MR, STEWART: Then your second point at the 
bottom of Page 4 of this submission is that this sub- 
section(5a) applies simply to rights, licences, or 
privileges to explore for or drill for or take these 
Substances. You point out that in certain circumstances 
a taxpayer may acquire not the right to take but an 
interest in the proceeds or net profits from production. 

Now you suggest sub-section (5a) should be 


extended to cover an acquisition of that type of interestl. 
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Now do you consider that such extension is consistent 
with the general framework of Section 834A . 

If you look at sub-section (3b) it permits 
a deduction in respect of drilling and exploration 
expenses, including all general geological and geophysical 
expenses incurred by the taxpayer on or in respect of 
exploring or drilling for petroleum and natural gas. 

Now does that mean that this deduction is 
available for the active explorer and not for the holder 
of some interest in proceeds or in net profits, which 
is the type of person with which this particular point 
is “concerned? 

MR, BUCHANAN: I can see your point, Mr. 
Stewart. Our thought on it, as we are dealing with it 
primarily from the industry standpoint, this is one 
more minor point of the overall industry itself where 
we are participating towards a common endeavour, {In 
some instances the properties involved might be farmed 
out to other parties and over-ride obtained or possibly 
sold to another party with this over-ride retained. 

MR, STEWART: You would not suggest deduction 
under (5a) should exteng to anyone who was not entitled 
to a deduction under (3b). Now when I say that that 
may not be put very accurately. What I mean is this: 
if we have a corporation which is entitled to a deductio 
under (3b), which I think is now the basic section 
for companies whose principal businessis in the petroleu 
field, that type of corporation is clearly entitled 
to the benefit of (5a), but if you have someone who! 


is not entitled to take exploration and drilling expenses 
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under the earlier provisions of Section 82 A I take 
it you would not suggest you should be entitled to a 
deduction of the (5a) type. 

MR, BUCHANAN; I would say in our opinion 
there would be no rule to differentiate in this matter 
involved here. JIt,.is relatively minor in regard to the 

major category which pertains to the purchase or 
acquisition and the related write-off of the costs that 
might be incurred there, 

MR. STEWART: Then I would like to ask you 
this about sub-section (5a): about half way down, 
after the words "petroleum and natural gas and other 
related hydrocarbons except coal" we find this "under 
which agreement, contract, or arrangement there was 
not acquired any other right to, over or in respect 
of the land in respect of which such rights, licence 
or privilege was so acquired except the right to enter 
upon, use and occupy so much of the land as may be 
necessary for the purpose of expldting such right, 
licence or privilege." 

Can you tell me what the purpose of that 
restrictive wording was? Why are they so concerned 
about the interest in land which was acquired under the 
particular arrangement? 

MR, BUCHANAN: We have nothing that would 
indicate to us the reasons for that restriction, It 
has been intimated to us there are possibly other 
areas outside the oil industry itself to which this 
Section is still applicable. I am thinking of other 


mining ventures. 
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MR. STEWART: Have you any idea, for example, 
if (5a) would apply if there is an arrangement under 
which you acquire the petroleum right and the surface 
rights necessary to permit you to exploit and also some 
depreciable assets. 

MR, BUCHANAN: This legal interpretation 
has certainly been taken by respective counsels of 
various companies involved and they are so setting up 
various agreements and arrangements in such a manner 
that in the event that interpretation is taken we 
are avoiding the possibility. 

MR, STEWART: I take it, Mr. Buchanan, the 
wording of sub-section (5a) has affected the terms 
of sale agreement and corresponding documents and that 
such documents may now differein terms from the correspond- 
ing documents which were entered into before this 
provision came into effect. 

MR. BUCHANAN: That is correct. 

MR, HOTCHKISS: There is a lot of disagreement 
on this point. I think you would get one opinion from 
one source and one from another on which way it should 
be handled. There is a confusion. 

MR, STEWART: Again do I take it that the 
practice of the,Tax Authorities on this point has not 
been crystalized as far as you know? 

MR, HOTCHKISS: I couldn't answer that. 

In our experience it has not been, 

MR, BUCHANAN: This legislation has been 

in effect such a short time there is nothing historicall 


on it that we can go on as to the interpretation the 
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Departments are placing on it. 

MR, STEWART: We are getting to the point 
where it has been enforce some little time. The applicable 
resolutions were introduced in April, 1962, and the 
Bill was enacted a year ago. Now we have had a full 
year in which to struggle on these 1962 amendments. 

MR, BUCHANAN: ‘The actual legislation came 
out in November, 1962. 1963 is the first full year that 
this legislation applies to and, of course, there has 
been no tax returns as such really filed which are 
applicable, We have yet to find out how this is going 
to be handiled,! 

MR, STEWART: I would like to ask you another 
point about sub-sections (5a) and the related sub- 
sections, 

Sub-section (5a) says that if you acquire 
rights under an agreement of what we might call the 
(5a) type, whatever that type may be, you get a 
deduction, Sub-section (5b) says that if you sell 
rights you must bring the proceeds into income. Sub- 
section (5c) is to the same effect as it relates to 
different categories of taxpayers. 

Then we come to (5d) and (5d) seems to say 
that you bring proceeds into income under (5b) only 
if the property has been acquired under a (5a) type 
of arrangement. 

It seems to be quite material to know 
whether the type of conveyancing that went on prior to 
April 10, 1962 produced the (5a) type of agreement. 


MR, BUCHANAN: That is correct. (5e) has its 
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application there as well and is pretty significant in 
view of the fact even though you do dispose of other 
assets as such along with it it would be deemed that ~ 
you have sold these mineral rights involved and a 
corresponding amount received would be taxable income. 

MR, STEWART: I took it from what you said 
earlier that the industry as a whole is not sure what 
the (5a) type of agreement is and therefore cannot tell 
exactly what the effect of (5e) (c) and (d) is. 

MR .- BUCHANAN: -That is correct... This is 
a very important point to us because we do not know 
how it is going to affect us on our current operations 
and how it effects the future operations is very import- 
ant in our overall business plan. 

MR, STEWART: Then moving on to paragraph 8 
of your submission you deal there with sub-sections 
(5d) and (5c) which we have already referred to in anothe 
connection, 

As I understand what you say in Paragraph 
8 it is this: non arms-lengths disposition of rights 
must apparently now be carried out on a fair market 
value basis. That is the first point you make. 

MR, BUCHANAN: That is correct. 

MR, STEWART: The second point is that (5a) 
may not tie in particularly well with sub-section 80, 

MR, BUCHANAN: That is correct. 

MR, STEWART: Now you suggest that (5a) 
should apply only if properties are acquired or rights 
are acquired in an arms-length transaction. 


MR, BUCHANAN: That is correct. 
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MR, STEWART: Would you also contemplate that 
(5b) would apply only if the sale was an arms-length 
transaction? 

MR, BUCHANAN: Yes. 

MR, STEWART: This would be the ccrollary? 

MR, BUCHANAN: Yes. We are looking at both 
Sides, write-off and income possibility. 

MR, STEWART: Basically I take it what you 
are suggesting is if a transaction is not an arms-length 
it should not be necessary to put it through or 
carry it out at fair market value. 

MR. BUCHANAN: That is correct. Basically 
all that is involved is overall economics and efficiency 
of your operation itself, Obviously if it is advan- 
tageous and more economical to consolidate your operation 
into one corporate entity presumably that should be 
done, There is no reason basically to our knowledge 
why there should be any tax benefit involved in going 
through it and thus requiring you to maintain a 
separate corporate entity for tax reasons alone. 

MR, STEWART: If the parties to a non-arms- 
length transaction wanted to put a transaction through 
at fair market value they should be prohibited from 
doing so. 

MR. BUCHANAN: That is one alternative. 

The suggestion made is it should be an option between 
the respective parties. 

MR, STEWART: Well, if we adopted your 
suggestion, Mr. Buchanan, I wonder if there might 


be any untoward consequences as far as the revenue is 
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concerned. Let us suppose that we have a parent 

and a wholly owned subsidiary and the parent wishes to 
sell or decides to sell assets, sell petroleum rights 
to the subsidiary, your suggetion would be that the 
parent would not have to bring the proceeds of dis- 
position in if the transaction was put through at a 
nominal amount. I take it that the subsidiary would 
obtain no deduction in respect of that acquisition. 


MR, BUCHANAN: That is correct, 
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MR, STEWART: If the parent subsequently 
Sold the shares of the subsidiary to somebody else, 
and the subsidiary was then wound up into its new parent, 
again without any tax consequence, we would be in 
this position that the original parent had transferred 
these assets to the new parent without having to bring 
the proceeds into income, but I suppose the new parent 
might not be too attracted by this particular transaction 
if it was not getting a deduction in respect of the 
assets acquired. 

MR, BUCHANAN: I think, Mr. Stewart, what 
we dealt with here was more a winding-up of the subsidiar 
itself. This is basically what is in mind in this 
17 (6) section, There are already provis:.ons in the 
Act under 8 (a) and 8 (b) where there are limitations 
and restrictions placed as to the available write-off. 
Any write-offs available within these companies is 
restricted to the income available from the properties 
of such companies. 

MR, STEWART: I think I should make this 
point to you, that one question which this Commission 
and its staff will obviously have to consider is the 
general question whether non-arms lengths transactions 
should or should not be required to be put through 
at fair market value, 

Your point relates simply to one type of 
transaction which will have to be considered under the 
principles involved. I think anyone who has to deal 
with a group of companies, which includes a parent 


and a number of wholly-owned subsidiaries, is sympathetic 
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with your ideas that transfers between the companies 
should be permitted to be carried out at less than 
fair market value if the parties wish to proceed that 
Way. However, there are problems which arise in this 
regard from the point of view of taxation and revenue, 
and basically what you are saying is that you think 

in this type of transaction as long as the acquiring 
company does not get a deduction, the disposing company 
should not be required to bring the proceeds in, 

MR. BUCHANAN: That is correct. We realize 
here that ae are dealing here primarily with the general 
principle of this area and this is what we are suggestingl. 
As far as specific legislation that might be necessary 
to put this into effect, we recognize that there 
probably would be exceptions where it would be either 
inequitable to the companies, to the industry concerned, 
or to the Government from a revenue standpoint, and 
these sort of things might have to be recongized in the 
actual effect of legislation, 

THE CHAIRMAN: Mr. Stewart, when you get 
to a suitable spot, I think we will break for a minute 
or two, 


MR, STEWART: This will be convenient. 


---Short Recess, 


MR. STEWART: Gentlemen, I would like now 
to move to paragraph 9 of your shorter submission. 
As I understand that paragraph, you are suggesting 
that the proceeds of sale of oil rights should be 


treated as production income for the purposes of the 
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depletion allowance, Is that the substance of it? 

MR BUCHANAN: That is correct, Mr. Stewart. 

MR, STEWART: Can I ask you this: let us 
suppose that Company A owns a property or owns certain 
petroleum rights which it sells to Company B for, iet 
uS Say, one million dollars. Company B then proceeds 
with whatever further development is required, and in 
fact produces oil from the properties concerned on a 
scale which justifies the payment of one million dollars 
for the properties, 

I take it then that there is no question 
but that Company B would be entitled to deplete or to 

the depletion allowance on the production from the 
properties? 

MR. BUCHANAN: That is correct. 

MR, STEWART: So that does it follow from 
your suggestion that both Company A and Company B would 
be entitled to take depletion in respect of what was 
essentially the same reserves? 

MR, BUCHANAN: That is correct, Mr. Stewart. 
In total the depletion available would be exactly 
the same regardless of whether it stayed with one 
company or whether it moved into the second company. 

MR, STEWART: Why would it be exactly the 
same? Let us suppose that it develops that there are 
1 million barrels of crude in this particular property, 
and these are sold for one million dollars. On your 
basis, as I understand it, Company A would get depletion 
if it was in an income-tax-paying condition, it would 


get depletion on one miliion dollars, and Company B 
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would also get depletion on one million dollars. 

MR, BUCHANAN: Not on the million. In the 
second instance. Any depletion is only calculated on 
the net income involved after deduction of 83/A 
expenses. Where Company A got it on the million in hthe 
first instance, Company B would not get it until it 
recaptured that one million dollars, 

MR, STEWART: Your point is that Company B's 
section 83 4 expense would be increased by one 
million dollars, and it would have to absorb that expense 
before it could take depletion. 

MR, BUCHANAN: Or be entitled to depletion, 
that is correct. 

MR, STEWART; We have assumed so far that the 
rights are acquired under a (5a) type of arrangement. 
Suppose this sale is not under a (5a) type of arrangement, 
then we would be in this position that Company A would 
bring the proceeds into income -- I beg your pardon, 
let me put this case to you. I am not quite sure where 
it is going to lead us. Let's suppose that Company.A 
acquired these rights under an arrangement which did 
not come under (5a). When it sells the rights to Compan 
B for one million dollars, it may be the case under 
the combined effect of (5b) and (5d) that Company A 
does not have to bring the proceeds into income. 

MR, BUCHANAN: That is correct. 

MR, STEWART: For tax purposes. However, it 
would nevertheless on your basis receive the depletion 
allowance in respect of what it received. 


MR. BUCHANAN: The reference here and the 


i ian. Eiinian denne anaes naa , 
| citi et nottetm ent oo 32 Jom A WsquoD eADA \cabamedKe je 
Sb -LLinis 3b 90g BOO howd  YoiaqMoD -pssmadan aust? a 
Lagetton do thnikr on. Jad? Demlqesoes : v 

1a Yuet Yerid et taloq mtoe se DRAWETE AM my 68) fs 
one ye bpesercot sf OLyeWw wansgne ry ‘8 aoLgove c 

pamogxs guild dtoeds oF eval biuow sf bow .ensifob soliiia fc 


Golteiqeh eis Ofwoo JL etoted f 
woldelqeb of heldt3ns sd 10° .MAKAHQUE ./a ; 
-Soorzoo eb tans | 
ott ged <cot oa bemwede evad SW s2AANHTE . So? oloi>s a 
Jnomegnerte ‘to say (n@) s tebnw Aeatupos ots etrigia 4} 
; fomemeize to sqyt (ac) s tebe ton et eles elle seoqque 
bivow A yaeqws tsdy aotvzeod etdd ab ed bivow ew asad 
| Wobxeg iwoy ged I -— ompond ovnt abeeoong smd yalrd 
_steriy save edivo. Jon is t {woy.oc weao alls Joq em gol 
Atangmo) fadd csonque ated .ax Beeld patog at st 
Bk notre tusneedewte we tetew atdght eseds. SDetiupos 
gaan. ot edriah= ont efpea +8 nefw .(s@) tebum- eon Jon. 
“ada aaco oct od yo Ut ~etailob aeklitm eao,s02 4 | 
4 eptag@nod cei? (HQ) bas (de) to 2oette bentdmoo ell jae 
ettoomt oft ehsetemg ond grad od evs Joa e90b. 
doers ef SaNP <MAMAHOUG 5M 
3b .nevewod .aea@oqulg Med TOE TPAAWETS JFMes 
| doxterqeb edt svisven wines ney a0 saetertireven 
od bas ered eonertelet ett | 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 6163 


intent is that we are dealing with acquisitions under 
(5a). 

MR, HOTCHKISS: How could it not come under 
(5a)? 

MR, STEWART: Mr. Hotchkiss, if you will 
tell me what a (5a) type of agreement is, I could answer 
that one better, 

MR, HOTCHKISS: We don't know, but we think 
it covers any purchase of producing property. I 
realize, and we know from experience there is a good dea 
of confusion on this, but I think the general inter- 
pretation being taken is it is the purchase of property 
acquired after April 10, 1962 -- drilling and explor- 
ation expence to anybody who purchased it. 

MR, STEWART: I will abandon that particular 
series of questions, Your basic point is that if 
Company A sells to Company B for one million dollars, 
there will not be duplicate depletion or multiple de- 
pletion in respect of the same reserves because the 
purchaser will have to deduct the cost of acquisition 
under (5a); will be entitled to deduct because (5a) 
is firstly permissible. I beg your pardon, it is man- 
datory, "the amount paid shall be deemed to be a drilling 
and exploration expense." 

Now, suppose on the other hand we change 
our system of depletion in the way you suggest at a 
later stage, and we are dealing with percentage de- 

pletion based on gross revenue, under my example if the 
proceeds of sale were treated as production income to 


Company A, would you still consider it should be entitled 
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to depletion? 

MR, BUCHANAN: No, Mr. Stewart. This is 
because of the existing legislation and the fact that 
we are on net depletion basis to-day in our calculations. 
However, if we are dealing with a gross basis, then 
it has no direct effect on your available depletion as 
such. Therefore there would be no need for this depletion 
allowance to be applied to income derived from 
(5b). 

MR. STEWART: I think we will have to give 
some further thought here to your first proposal under 
Paragraph 9 so as to ensure that there could not be 
a double or a multiple depletion in respect of the same 
reserves. JI take it you would agree that that would 
not be an appropriate result. 

MR, BUCHANAN: I might just clarify here 
for a moment, Mr. Stewart, that the intent of this 
second brief that is submitted here is one of bringing 
to your attention these outstanding items that in our 
minds should be clarified within existing legislation 
as it stands to-day, and in essence is really divorced 
from the primary brief that we have submitted to you 
to-day. 

These are matters which we have mentioned 
that we have brought to the Department, and we were 
hoping by the time we were before this Commission 
they would be rectified. However, such is not the 
case. 

MR, STEWART: Also under Paragraph 9 you 


suggest or you make another point. You deal with the 
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case where:a sale.is of properties which do. not contain 
proven reserves. You say in that type of case you would 
consider that the cost of acquisition of the rights 
Should be deductible from the proceeds of sale for 
purposes of sub-section (5b). Is that what it comes 
Gown to? 

MR. BUCHANAN: Mr. Stewart, will you just 
clarify that: for me? 

MR, STEWART: Yes. In the opening part of 
Paragraph 9 it seems to relateto the question we have 
just discussed which relates to depletion. You say 
at the top of Page 7, "It should be pointed out that 
this treatment contemplates the disposition of properties 
which have been proven to contain oil and gas reserves 
as it is only under these circumstances that the sale 
price would be based on reserves in place which would 
give rise to their depletion allowance to the previous 
owner if the properties were not sold." 

Up until now we have apparently been dealing 
With dispositions of properties which contain proven 
reserves, Then you go on and say, "Except in these 
circumstances, the sale of the property is merely a 
trading transaction in prospective petroleum or natural 
gas rights. It would not be logical to allow depletion 
allowance on such sales but the seller should be 
allowed to deduct the cost of such rights not otherwise 
deductible under the recent amendments to Section 83 A 
up to the amount of the proceeds from the disposition 


of the rights." 


Now, my question is this: you are suggesting 
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here that if properties which do not contain proven 
reserves are sold with the result that the seller must 
bring proceeds into income under (5b), he should be 
permitted to deduct his acquisition costs. Is that 
the effect of what you are saying? 

MR, BUCHANAN: Yes, we are dealing primarily 
with this April 10, 1962 date involved here. Naturally 
there are many properties that we have as of to-day 
who have paid these acquisition costs in the past which 
are not allowed in the existing legislation, Yet the 
income on sale of these properties is taxable income. 
Therefore we are dealing here more specifically with 
the concept that such expenses are really incurred to 
earn income, and therefore they should be deductible. 

MR, STEWART: I am not quite clear why you 
say this deduction of acquisition costs should be 
permitted only in respect of properties which do not 
contain proven reserves. Why should this not apply 
on all dispositions? 

MR, BUCHANAN: I believe it was our intent 
that it should apply to all. 

MR, STEWART: I see. I have simply misread 
this part of your submission, Then let me ask you 
to consider this hypothetical case, Mr. Buchanan, or 
gentlemen. I would like you to think of our old 
friends, Company A and Company B, that Company A we 
will assume has a property acquired before 1962 at a 
cost of $15,000.00. Company B also has a property 
it acquired before 1962 at a cost of $25,000.00. 


Let us now suppose for the purpose of this 
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hypothetical example that each of these properties to- 
day has a fair market value of $50,000.00. Now, as 

the law stands if A and B in effect exchange those 
properties for $50,000.00 each, would the proposition 
be, and let us take Company Afirst, he would have to 
bring $50,000.00 into income, let us assume, and he 

would not get any deduction in respect of his $15,000.00 
cost, “Is that correct? 

MR, BUCHANAN: That is correct. 

MR, STEWART: When he buys Company B's 
property fen $50,000.00, he gets a deduction under (5a) 
of $50,000.00, so that he has got a property for 
$50,000.00, and he has sold a property for $50,000.00, 
and for tax purposes this is a stand-off; is that 
correct? 

MR, BUCHANAN: Correct, 

MR, STEWART: By the same token, I think there 
would be a stand-off as far as B is concerned; he 
woul have a deduction of $50,000.00, and he would have 
income of $50,000,00, and there would again be a stand- 
off. Are we agreed? 

Now, let us suppose we effect the change which 
you are suggesting, and that each A and B are entitled 
to a deduction of his cost of property from the proceeds 
of sale, The amount that A would have to bring into 
income would be $50,000.00, less the $15,000.00, so he 
would bring in $35.000.00. Is that correct? 

MR, BUCHANAN: Correct. 

MR, STEWART: He would obtain a deduction in 


respect of the purchase from B of $50,000.00; 1s that 
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correct? 

MR, BUCHANAN: Yes, that is right. 

MR, STEWART: So that he would have a 
net deduction as a result of this exchange of properties 
of $15,000.00? Are you with me so far? 

MR, BUCHANAN: Yes, I think so, 

MR, STEWART: I think if you apply the same 

reasoning to B you will find that he will have a net 


deduction from income of $25.000.00, 
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Now if this is correct, Mr, Buchanan, and 


please don't think that I am suggesting to. you that it 
necessarily is, because I find the application of these 
provisions .~ somewhat difficult, but if this is correct 
then if this rule that you suggest is put into effect 

it would seem to me there might be a good deal of 
Swapping of properties acquired before 1962. 

The parties to the swap would have the benefi 
of deductions which they do not now have. 

MR, HOTCHKISS: Wouid they not continue to 
have the deductions if they continued to hold the 
property? 

MR, STEWART: They would not have deductions 
under Section 83 (A>. 

I would like to leave that with youas a 
tentative example of the difficulties that might arise. 
I don't say they do but it seems to me at the moment 
they do and if you conclude with reflection that this 
reasoning is incorrect I hope again that you will write 
the Commissionand say so. We want to be sure that we 

are getting down to the bottom of this thing. 

MR, LARSEN: I wonder if I might make one 
statement on that? 

MR, STEWART: Please do? 

MR. LARSEN: Your conclusion, I believe, is 
correct. They would by swapping properties in effect 
create the kind of deduction for properties acquired 
prior to 1962 that they would have gotten after the 
1962 amendment. 


MR, STEWART: Yes. 
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MR, LARSEN: I would like to draw the example 
which I believe raises this question. We deal with a 
client who has acquired for two million dollars the 
property prior to the 1962 change for which he receives 
no tax reduction, Perhaps even through circumstances 
beyond his immediate control. He needs to sell that 
property, let us say, for two million dollars. We 
will assume no drilling credit is available and so 
forth. To change a tax law at that tpoint lost him ! 
roughly one-half the value of his property. That, I 
think, is the type of example this was meant to reflect 
on, 

MR, STEWART: Mr. Larsen, I would not suggest 
for a moment there have not been cases of hardship 
arising under these 1962 amendments. I have just been 
trying to determine what the effect of this particular 
change would be. While it would help the type of 
fellow that you refer to it may be that sub-section 
(5b) is as broad as it is because of concern on the 
part of the tax authorities that unless they made it 
as tough as they have made it there would be what they 
regard as an undue drain on the revenue, 

MR, LARSEN: I understand your question. 

I just wanted to put the other example in the record, 

MR, STEWART: Now in Paragraph 10 of your 
submission you refer to farm-outs, You suggest the 
legislation might be further amended to cover the 
farm-out type of situation. I take it that the basic 
concern is that if the owner of petroleum rights 


does grant a farm-out you want to be sure that he is 
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1} in no way subject to tax by virtue of the fact that 
2 the farmee agrees to drill or spend monies on the propert 
3] on which he takes the farm-out. Is that it? 
* MR, BUCHANAN: That is correct. The section 
§ refers to receipt of consideration, That is what gives 
6 rise to the point. At the time the Bill was passed 
7 it certainly was ratified as far as the intent was con- 
8 cerned and even expressed in Hansard itself. I don't 
9 think there is doubt about intent. We are concerned 
10 about any legal interpretations this might take since 
this is the intent and we felt it preferrable from our 
standpoint that it be part of the legislation, part 
of the Bill itself. 

MR, STEWART: Then I have looked at Paragraph 
11 and I have also looked at the 1962 Statute which 
amended Section 83.4 >. and in particular amended sub- 
section (8a). That 1962 Statute, Section 19 seems to 
state quite clearly that the amendments to sub-section 
(8a), except for the amendment of the last five lines 
of the sub-section would be applicable to the 1962 
and subsequent taxation years. The change of the last 
five lines would be applicable to taxation years 
ending after April 10, 1962. The proposal you make 
in Paragraph 11 would seem to me to be quite contrary 
to the express: . provisions of the 1962 amendments, 

MR, BUCHANAN: This section (8a) was intended 
to in effect recognize any expenses incurred by 
these previous companies and so forth and really to 
make it retroactive back to 1955 through 1961, to which 


it was not applicable. Our problem area here is in 
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certain instances the production during the intervening 
years through 1955 -- 1961 has been such that there 

is not sufficient income left at this point to offset 
the costs that are now being allowed under this section, 

Now this, we understand, was not the intent 
of the legislation but it is the manner in which the 
Department itself is acting under this legislation, 

MR, STEWART: You mean in practice they 
are giving effect to your interpretation? 

MR, BUCHANAN: No, they are saying it is 
recognized only from 1962 onward. The intent, as we 
understood it, was it was to apply back to the 1954 
legislation and in effect recognition could be given 
to those costs involved and applied against previous 
income, 

MR. STEWART: Anyway, Mr. Buchanan, I am sure 
you would agree Section 83 A contains different rules 
for different periods of time in a great many respects, 

MR, BUCHANAN: Yes, I must agree with that 
statement. This is contradictory to that extent as 
we understood it. 

MR, STEWART: Then in Paragraph 12 you 
summarize the effect of the 1962 amendments and you 
suggest that they affect the independent companies 
more than the majors because they eliminate a means 
of obtaining funds for exploration purposes, Is that 
right? 

MR, HOTCHKISS: I think that affects certain 
companies. I might add something. What we are getting 


at is, as we stated in our summary, reduced funds from 
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the United States sources because of the application 
of these changes, particularly with respect to sales 
by individuals or non-qualified corporations, They 
are in the unhappy position that if they acquire a 
property and sell it they cannot use their cost, 

We have covered this earlier in the brief. 
I think you have agreed this is an anomalous situation bu 
nevertheless it exists for companies who use that sort 
of capital. I think it has been a very serious deterent. 
What you are Saying to the person is; if you make an 
investment in Canada as an individual or a non-qualifyin 
corporation you are taxable on the gross proceeds 
regardless of the costs, You might spend a million 
dollars on a property and sell it for a million dollars, 
indeed liquidity is one test to any investment, it 
would be taxable on the million as ordinary income, 

Consider the case of the American investor 
where that same transaction would be a capital gain, 
He, of course, is subject to much higher Canadian tax 
and he is not going to spend money here under those 
circumstances, 

MR, STEWART: In his opening statement 
Mr. Mitchell was referring to the 1962 amendment which 
affected American individuals. He was referring to thos 
Canadian amendments and not the American amendments? 

MR, HOTCHKISS: That is correct. We have 
found this to be quite a serious problem combined 
with certain other problems in this same area. 

MR. STEWART: I observe that you do say 


on towards the end of paragraph 12, the second last 
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sentence: "Tax considerations are not normally a 
major factor in take-overs by large integrated Spungen te 

This is so notwithstanding the 1962 amendments? 
Is that your feeling? 

MR, HOTCHKISS: Perhaps someone else should 
speak on that point. 

MR, LARSEN: Perhaps I would read the wrong 
sense into the answer on this. Ina transaction in 
a take-over of a large company, whether it is by way 
of asset purchase or by way of shares and liquidation, 
we are now looking at a seller who has properties that 
would be taxable on a sale. Assuming that the major 
companies are large taxpayers they can pay a larger 
price for the properties since on the purchase they 
also would receive an equal reduction in their own 
tax bill for that same year, 

Now you translate the purchaser in a company 
not now paying taxes, he then would have in a sense 
in his purchase price to provide some funds for the 
taxability on the sale, but his reduction in tax would 
be deferred to the day when he is paying tax. Therefore 
it is a sort of unequal competition to the acquisition 
of those properties. 

I am not sure if this is the exact meaning 
of the statement. This is what it suggests to me. 

MR, STEWART: I think what you have said is 
perhaps an extension of what you said here. If we 
start a couple of sentences earlier on we are dealing 
with the seller and we say that sellers are in a worse 


position now because they have to bring the proceeds 
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of sale into income. 

You also make the point because the proceeds 
of sale have to be brought into income you cannot con- 
solidate companiesas easily as before, which has the 
effect of efficiency. 

Then your next statement seems to be perfectl 
general and dealing not with the position of the 
vendor or the seller but with the position of the pur- 
chaser, You taik about large integrated companies 
taking over other companies and you seem to suggest 
that when they are taking over other companies they 
don't treat taxes as a major factor. You go on and say 
they regard general economic factors as more important. 

MR, LARSEN: Maybe I should refrain from 
answering further. 

MR, STEWART: Is there any other comment 
on that particular point? If not I will move on. 

I think it is perhaps unnecessary here to 
deal with your Paragraph 13 because we deal with 
depletion when we come to the other submission. I 
think that perhaps the same would apply to Paragraph 
14, which is one of the matters that is dealt with in 
the other submission, 

Paragraph 15 relates to the combined effect 
of sub-sections (8a) and (8d). You are suggesting 
in effect that under (8d) we do not talk about second 
successor corporations but we talk about successor 
corporations generally. Is that what it comes down 
to? 


MR, BUCHANAN: That is right. We have no 
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knowledge why there should be a limitation on the 
second successor approach, Why not a third or fourth? 
We see no reason if it is applicable in the first and 
second it should not be in the third. 

MR, STEWART: You would not accept the fact 
there would be any accounting problems in applying the 
benefit of (84d) to a series of successors. 

MR, BUCHANAN: There are the usual normal 
ones, This is something you inherit and they recognize 
this as being in existence, It is an obligation that 
exists and for that reason alone there is no reason 
it should not be prevented, 

MR, STEWART: In Paragraph 16 you deal with 
the question of advance rulings. I don't think it is 
necessary to go into that at all. 

Let me ask you now some general questions 
with regard to the effect of these 1962 amendments. 

Can you say whether the passing of these 1962 amendments 
has had any effect on the prices of petroleum properties 
in Western Canada? 

MR, MITCHELL: We did not detect any noticeable 
trend in prices. The possibility is that there is 
Some upward revision but the many other variables 
involved make it difficult of analysis at this time. 

MR, STEWART: This applies to both Crown 
sales and private transactions, Mr. Mitchell? 

MR, MITCHELL: My comments pertain largely 
to Crown sales. Private transactions are normally 
kept, just as the word implies, reasonably private. 


The Crown sales are of course published. 
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MR, HOTCHKISS: I think, Mr. Stewart, the 
majority of the transactions have been by the share 
route. Perhaps the others can correct me if I am wrong. 
This is done rather than taking advantage of the 
direct property acquisition. 

One of the probiems is the position of the 
seller. It is quite advantageous to the buyer but 
in this you have got a large 83 A loss, It could be 
a disadvantage to the seller, Lots of people like to 
buy property. Not very many people selling properties 
in my opinion, 

MR. STEWART: You have been talking about 
private transactions in properties, 

MR. HOTCHKISS: Yes, sir. 

MR, STEWART: You are really distinguishing, 
I take it, between two types of take-over, You might 
have a take-over of shares or a purchase of all the 
assets subject to the liabilities of the company. 

One effect of these amendments, you think, has been 
to increase the share take-overs at the expense of 
asset take-overs. 

MR. HOTCHKISS: I don't necessarily say that. 
I think there have been more follow that route but 
whether more now than before the amendment I would not 
want to say. 

MR, STEWART: The reason there may not have 
been as many large-scale asset purchases as otherwise 
might have been because the seller would have a tax 
problem on the sale? 


MR, HOTCHKISS: Right. 
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MR. STEWART: As the purchaser of shares does 
not get a deduction in respect of the cost of the 
shares will he pay less for shares than he would have 
paid for assets? 

MR, HOTCHKISS: I would think that might 
be a factor. I would like to hear a comment from 
the others, 

MR, MITCHELL: I would agree with that 
suggestion, Mr. Stewart. Certainly it has to be a factor. 

MR, STEWART: I think it was suggested when 
the legislation was introduced that one of the purposes 
ofthe legislation might be to prevent take-overs, Can 

you comment on that? 

MR, MITCHELL: In my judgment the legislation 
has not succeeded in preventing take-overs. I seriously 
doubt whether it has even had the influence of reducing 
the number of take-overs. This is a matter of judgment. 
There are many variables involved but it is my conclusion. 

MR, STEWART: From what has been said 
earlier you think that on balance it may have led to 
more shares take-overs as opposed to asset take-overs 
than normally expected. 

MR, MITCHELL: Oh, yes. I would say this 
would be a tendency, the reluctance of the seller. 

THE CHAIRMAN: I am not very clear why it 
would have been thought this legislation, which has 
the right to deduct acquisition costs, would have 
discouraged take-overs, I would have thought it would 
have made properties more valuable. Even though the 


transactions are shared the price of thesale of shares 
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is equated to the properties, I would have thought 
persons would be prepared to pay more for properties 
they could deduct. 

Is it the higher price they are prepared 
to pay, the basic value of the properties, so they 
are not so likely to be taken over? Is that the reason? 

MR, STEWART: As I understand it, Mr. Chair- 
man, these gentlemen feel that the owner of properties 
is not as likely to sell them when he has to bring 
the proceeds into income as he would have been before 
the teil wren he could sell on a straight capital 
gains basis. 

Now I think they have also said that they 
would expect that a purchaser would pay less for his 
shares than he would be prepared to pay for the 
underlying assets because when he buys shares he does 
not get a deduction, 

THE CHAIRMAN: He would equate the value of 
shares to the value of the properties, I would assume. 
Just as many transactions for companies are offered 
at two prices, One if one buys shares and om if one 
buys assets. 

MR. STEWART: I think there may be this 
factor: let us suppose that the company whose shares 
you were buying has a limited carry-forward under 
Section S3 pone In other words, its properties were 
acquired issu essentially before 1962 with the 
result they never did have a deduction in respect 
of their line acquisition costs. 


If the purchaser in those circumstances could 
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buy the properties he would get a deduction based on 
the current market value of the properties, 

If he buys the shares he is buying the 
shares of a company which may be in a tax position or 
very close to the tax position, 

Is this the type of thing that goes on? 

MR, MITCHELL: Yes, I would say that is what 
goes on, 

THE CHAIRMAN: It depends on the position of 
the vendor or purchaser if they have a taxable inome 
or not. 

MR, MITCHELL: Each of the positions would 
influence the transaction, The time of use of possible 
tax credit would be eritical, I think it is reasonable 
to state that one could equate a share purchase to 
an asset purchase in any transaction, I think there is 
a definite tendéncy to look more at the shares over 
which the seller is not interested in incurring sub- 
stantial tax liability at the time of sale. 

THE CHAIRMAN: Why was this legislation 
thought to discourage take-overs? 

MR, STEWART: As far as properties are con- 
cerned, Mr, Chairman, I suppose because it would prevent, 
for the reason just mentioned, a number of Canadians 
from selling properties because of the tax consequences. 

THE CHAIRMAN: They could sell shares, 

MR, STEWART: They could sell shares, that 
is true. 

THE CHAIRMAN: I don't see why because it 


discourages them from selling properties there would — 
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likely be less take-overs, 

MR, BUCHANAN: It is a line we don't concur 
with. It is a matter that was touched upon earlier 
and was really another attempt to perhaps make it more! 
difficult for sales. These things by and large do 
not succeed. The forces of business perhaps still 
prevail somehow, 

THE CHAIRMAN: ‘Thank you. 

MR, STEWART: Could we go back for a moment 
to Crown sales, When your companies are bidding at 
a Crown sale you presumably take into account everything 
you know or can find out about the property you are 
bidding on. I am sure that would be so. 

MR, MITCHELL: Yes, sir. 

MR, STEWART: Do you not also take into account 
the general tax climate in which your companisc are 
carrying on their operations. 

MR, MITCHELL: Absolutely. 

MR, STEWART: So when in 1962 you found you 
were going to get a new deduction in respect of land 
acquisition costs this would be material when you 
came to consider a particular Crown sale. 

MR, MITCHELL: Yes, material perhaps in 
a direct sense if a corporation is then in a position 
of paying tax at a particular time, Material in the 
indirect sense in preventing the competitive bid 


that might be necessary. 
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MR, STEWART: Therefore in determining your 


bid you would to-day have regard to the fact that 
whatever you paid was going to be deductible for tax 
purposes, 

MR, MITCHELL: Yes, certainly this would be 
the normal type of analysis for corporations, and some 
of them will find this quite significant, and others 
will find it of little significance indeed, depending 
on their tax position. 

MR. STEWART: If they were the ores who found 
it significant, would there not be a tendancy to bid 
more once the deduction is available than they would bid 
if it were not? 

MR, MITCHELL: Yes, sir, that would be the 
case, and I think perhaps it would apply in your earlier 
ease, The tendancy would normally be in the direction 
of increase in prices. An analysis of this in making 
it a positive statement that suchias actually occurred 
is a little difficult to do because of the very many 
variants involved, but I think upward trends would 
be anticipated and may in fact have actually occurred, 
but I could not testify definitely that it has done 
so, 

MR, STEWART: I would be interested if you 
would comment on this, Mr, Mitchell: if it is so, 
are we in this position that the granting of this par- 
ticular deduction may involve principal payments of 
the sort from the Federal Government to the Provincial 
Governments? The Federal Government is granting a 


new deduction, The effect of this is to increase the 
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amounts which the industry will pay to the Provincial 
Government on Crown sales, 
MR, MITCHELL: Such an assumption may be 

correct insofar as mineral rights are held by the provinces, 
I would point out there are mineral rights held by the 
Federal Government, perhaps of growing import, to the 

oil exploration scene. I would add, too, that the 
amount of this transfer, if that is the term you used, 


may be indeed rather small on the overall scheme of 


As has already been commented, it is difficul 
to analyse, but if you are looking and asking is this 
a possibility, I would agree. 

MR, STEWART: Well, I will come back to this 
possibility later because when we come to consider the 
return on investment in this industry, I think I will 
again put the question to you, must we not take into 
account in a number of respects the basic tax climate 
in which you are operating. 

However, I will not press that question now. 
One other thing that was suggested when the 1962 amend- 
ments were introduced, was that they might make possible 
in Canada financing arrangements of a type which I 
think are known in the United Stdes as the A-B-C type 
ef deal. Are you familiar with that expression, the 

A-B-C type? 

MR, MITCHELL: I am familiar with it and 
Mr, Larsen is much more familiar with it. 

MR. STEWART: Have you any evidence that this 


has in fact happened? Has the A-B-C- type of deal now 
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migrated to Canada? 

MR. LARSEN: On the general overall principle, 
it is now possible in that the A-B-C deal involves an 
intermediate company who buys a certain amount of oil 
in place, and receives in return sufficient amounts 
of production to cover what he paid, plus an interest 
factor. 

This is now possible in Canada under the 
present legislation. 

MR, STEWART: I suppose it is inhibited to 
some extent because of the fact the seller must put 
the proceeds -- 

MR, LARSEN: I would say there is no tax 
benefit involved as in the United States on the A-B-C 
due to the overall difference in tax law. In other 
words, it is possible it does not create a different 
overall taxability. 

MR, STEWART: Have you heard of very many 
cases in which it has been used in Canada in the last 
year? 

MR. LARSEN: I have been told there is one 
in progress now. 

MR, STEWART: But that is the first you have 
heard of it? 

MR, LARSEN: I think the main sense it is 
used is you can in effect sell without creating balance 
sheet debt versus. plain borrowing. It is sometimes used 
for that purpose. 

MR, STEWART: This deal that you believe is 


now current is the first one you have heard of in 
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1 Canad? 

2 | MR, LARSEN: As far as I am personally con- 

3 cerned, yes, 

4 MR, STEWART: Now, Mr. Chairman, that concludes 
5 my questions on Section 83A. 

6 THE CHAIRMAN: I would like to stay with that 
7 for a minute or two. Before moving away from the A-B-C 
8 deal, if there were one done in Canada, would a U.S. 

9 resident secure more advantage by being a party to it, 
10 and I cannot tell you which party, whether it is the 

11 A,B or C, but being a party toit in the financing, than 
12 a Canadian would? 

13 MR, LARSEN: I don't know that there would 

14 be -- that he would have any more benefit from the 

15 financing aspects, but if he has Canadian properties 

16 and is in a major sense an American taxpayer, he might 


17 translate the Canadian A-B-C deal into a U.S. -- 


18 THE CHAIRMAN: Into a U.S. capital gain? 
19 MR, LARSEN: Yes. 
20 THE CHAIRMAN: One question that occurs to 


21 me with regard to acquisition costs, in the case of 

2? the purchase of Crown lands, this would seem to me to 

23 put the purchaser who has sufficiently substantial 
income to deduct acquisition costs immediately, at a 
distinct advantage over thosé who were not in such a 
position. Therefore it would cause the wealthy companie 
to be in a position where they could well afford to 
outbid the less wealthy, and therefore the properties 
would tend to go in the one direction. Am I right in 


that? 
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MR, MITCHELL: This certainly would be the 


tendency, that the company able to take immediate 


advantage of the tax position should have a greater value 
to the same property than one that does not. As between, 
let us say, wealthy and the non-wealthy. 

THE CHAIRMAN: Using "wealthy" meaning income? 

MR, MITCHELL: In terms of income, immediate 
income, taxable income, yes. 

MR, STEWART: In other words, each taxpayer 
will take into account his own individual circumstances, 
and if he is in a tax-paying position he might pay more 
for properties than if he were not in a tax-paying 
position, 

MR, MITCHELL: Yes. Some companies may be 
big or small. They may be Canadian-owned or non-Canadia 
owned, but their wealth, using the term as current income 
would certainly be an important factor, 

THE CHAIRMAN: Mr. Stewart, you drew attentior 
to the matter of accounting by making reference to a 
booklet of the Canadian Institute of Chartered Accountant 

You were seeking to compare the accounting there 


with the full deduction permitted under Section 83A_ 


I think? 

MR, STEWART: Yes, Mr. Chairman, 

THE CHAIRMAN: It seems to me that Section 
83A° permits deductions for tax purposes which are 


in the main greater in any one year than would be taken 
under usual accounting, and I am not referring to the 
bulletin of the C.I.C.A., and I do not know that there 


is something that one could call "usual", but I think 


irisewseq: 28 soit debi devia 10 le dag oun Send 
-atoewanen ste bare yidisew pees ae 98r 
Snidoet Sntoipe “EdeEemn” anes <MAMATEAN ee 
sdetsoiunt Snostit Id emted hE «Leo ae © 
.a9%  omectt afdexsd . ombsar 
weveqsst Hine .ebtow telte WE «=: TRAWETE Vat OC" 
yaeotatanuettc Lastivinn! swo edd tnveses etal eted If tw 
stron YQ. Uinta sd doftSecd gilyeqexad @ af et Sf SE tne 
sntyagxet c al toa stew ed tt callt selScedety tot 
stoliteog 
oo Yer Oeldeqmes 6mon .8eY sIgeoTE 37M 
stein Gatien so Bettwo-dalbens) ed yer yer?  .Ifame so gid 
na Shares er med sit sntev .Weiaew nhedt dod . boriwo 
“todos duntaoqut te sd yfdtstaeo” bivow 
posh s weth sor .Jupwede .46§ «WAMATARO GAT 
| 8 Gd Sonetelet patie qu yiktaotea to tedtem att oF 
Bon bsinooA beteg<2a79 to etesttenl anthems sit db Telsood 
| esd yitvnuener et o4eqmoo of goltess stew woY 
AaB noktess seins betsinvmg aotéoubeh Itst ene Adtw 
) fRaLlAT I 
jomtied® .a ,6ey tHaAwate . ml 
iolzona satis am oF Bmees IT ‘MAMA aS SHT 
eis doidw sesoguiad xed Got eanokiaubedh etierreq § ‘AEs 
moved ed bisow aside teey ene Yits afevetr oem ony nt 
ony o@ ‘gaices wee dot Ne IT Oise .sekiawooon Leven rzbday 
orodd tact worot dot Ob IT baw ..4. 92.0 eds Yo attettud 


Mohd? T gud ."2eweuw” [feo blees sao dats satddenmot at 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 6187 
in a general way perhaps there is. I believe that it 


is customary for good accounting to capitalize expenditures 
in respect of producing wells and to write-off immediatel 
the cost expended on dry holes? Is that correct in 

a broad way? 

MR, BUCHANAN: Yes, that is right, Mr. Chairman. 

THE CHAIRMAN: Therefore, Section 83a, 
which permitsdeduction from taxable income of all costs, Woul 
cause more weighted deductions from income than would 
norma liy apply under good accounting, whereas successful 
holes would be capitalized, am I correct? 

MR, BUCHANAN: That is right, sir. 

THE CHAIRMAN: To what extent would the 
variations occur in the normal company? Of course it 
depends on the drilling programme and the success and 
all kinds of things, but I would expect in a substantial 
company earning regular income that difference would 
be very substantial, would it not? They would be 
capitalizing a lot on their books wide would not be 
capitalized for tax purposes? 

MR, BUCHANAN: Yes, that is right. It 
varies with individual companies and the stage of 
production they happen to be in. You made reference 
to good accounting concept. This presumably is more 
frequently related to the individual companies to the 
stage of development on.exploration they happen to 
be in. I assume they are using the proper concept in 
their own eyes. 

THE CHAIRMAN: But not all the same? 


MR, BUCHANAN: Definitely not. 
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THE CHAIRMAN: For the moment that is ail 
I can think of concerning 834A, > Mr. Stewart. Let us 
proceed, 

MR, STEWART: Gentlemen, I would like to go 
to the question of depletion, and we therefore move to’ 
your other submission, This is a submission which is. 
packed with interest. I am afraid that my questions 
are going to be relatively prosaic and confined or 
largely concerned with some technical questions on 
tax structure, but it may well be after I have finished 
er aS I go along the Members of the Commission will have 
other more general questions. 

Now, just trying to summarize the situation 
this submission seems to proceed on this basic premise 
that a depletion allowance in this country at any 
rate in existing circumstances is essentially incentive 
legislation which is designed or should be designed 
to provide an adequate rate of return to the investor 
and to encourage new capital to come in, Is that 
an over-Simplification of the situation? 

MR, PEARCE: I would agree with your statement). 

MR, STEWART: Now I take it from what has 
already been said with regard to Section 383A, or 
under our discussion of Section 83A, _ that general 
approach is subject to this, that the depletion allowance 
in this country may permit the recovery of certain costs 
which are not in fact recoverable under 83a, or the 
capital cost allowance system, the exact amount of which 
we do not know, but which Mr, Buchanan has estimated 


at seven hundred and fifty million dollars. Is that 
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right? 

MR, PEARCE: I am not quite sure of the point 
of your question. 

MR, STEWART: Well, my point is this: if 
we accept for the moment this figure of seven hundred 
and fifty mill&senu dollars which cannot be recovered 
under either Section 83, or has not been -- let us 
leave it that way, cannot be recovered under Section 
83A  -- or capital cost allowance, this expenditure 

may be recovered or credited through the operation of 
the depletion system? Is that correct? 

- MR, BUCHANAN: It would mean in effect that 
is what must be accomplished in view of past debts and 
charges that are part of the cost of our operation, and 
in some manner should have been allowed as a cost 
of the operation, 

MR, STEWART: Well then I think you have 
certain criticisms of the present depletion allowance 
in Canada, One of them is, and I think this will be 
found at Page VII - 2 and VII - 3 of your submission, 
one of your criticisms is that the present allowance 
is based on production income, and that in the computatiagn 
of production income you must deduct your Section 83A_ 
expense, Is that so? 

MR, BUCHANAN: That is correct, Mr. Stewart. 

MR. STEWART: Now, of course since 1962, 
Section 83A expense has included the cost of newly 
acquired rights. I think Mr, Pearce, if you would not 
mind, rather than nodding if you agree or disagree, if 


you would say so, so that the reporter can take it 
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down, 

MR, PEARCE: Yes. 

MR, STEWART: You point out that because of 
these deductions in the computation of production income, 
depletion is deferred, 

MR, PEARCE: To the extent that -- what is 
the last part of your question? 

MR, STEWART: While these deductions still 
have to be made, you do not in fact have the benefit of 
the depletion allowance, 

MR, PEARCE: That is correct. 

MR, STEWART: Of course while these deductions 
are being made you also do not have to pay tax? 

MR. PEARCE: But you still have a tax liabilit 
of a deferred nature. 

THE CHAIRMAN: That is something I hope you 
will explore later. I do not fully understand it. 

MR, STEWART: This might be an appropriate 
time, Mr. Chairman, to ask Mr. Pearce to enlarge on 
that. Why do you say that while you are deducting under 
Section 83 A. you have a deferred tax liability? 

MR, PEARCE: Well, I think that can be answere 
in this way: looking at the industry as being -- not 
continuing to be in a growing stage, that eventually 
the individual companies will be in a taxable position, 
and as a result of having at some point of time levelled 
off their exploration and development activities, used 
up all their tax credits, and therefore will be ina 


taxable position, 


MR, BUCHANAN: We have a form of accelerated 
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allowance being allowed to us, and therefore in fact 
the costs that are applicable to these operations are 
being applied to-day, and yet there is a tax liability 
that still exists as such, and those credits that are 
applied to-day are not available to us later, 

This has been suggested in this outline that 
you distributed to us earlier, 

MR, STEWART: This is really the point dealt 
with in recommendation number 7. 

MR. BUCHANAN: That is right. So this tax 
liability geet te exists. There is no tax payable to-day 
because of accelerated write-offs, but the liability 
does exist in the future, 

THE CHAIRMAN: This is a liability, of course 
contingent upon continuing profits into the future, 

If there are no profits, there are not taxes to be 
paid, 

MR, BUCHANAN: That is correct. No tax 
is being paid to-day. 

THE CHAIRMAN: On an ordinary commercial 
accounting these reserves are usually considered to 
be deferred credits rather than liabliities for the 
reason that they are levelling out of matching costs 
against income. One hesitates I think to call them 
liabilities, because they will only be paid “if.in- 
future profits are made which will be taxed. One can't 

see the future, 

MR, BUCHANAN: That is correct as far as 
the reserves that have been developed to date and the 


revenue that is to be derived therefrom. There certainl 
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is a tax liability in that area, 

Now, as far as future tax payable is concerned, 
if there is,any elimination of that tax to-day, it is 
because of the continuing exploration and development, 
what we are doing in the future which in effect defers 
this to the future, 

MR, STEWART: Then I observe at Page VII - 5 
of your brief you suggest that depletion based on net 
profits does not act as an incentive for Canadian 
companies, 

You go on to say "companies which are not in 
a taxable position do not receive a depletion allowance. 
In general the more active company is in exploration, 
the less benefit it will obtain from the present depletian 
allowances.” 

Do you suggest that the present system has 
the effect of discouraging exploration? 

MR, PEARCE: I think in answering that 
question we should look at the present supply and future 
demand for Canadian crude oil. As we see it in our 
projections and in projections that have been made by 
reliable Surees, the demand for Canadian crude oil 
will continue to inerease in the future. Probably by 
the end of the sixties we will require more crude oil 
reserves than we have to-day to meet that expanded de- 
mand, 

This means even though the industry is in 
an over-supply, or could be considered as in a temporary 
over-supply position as far as reserves are concerned, 


unless we find substantial additional reserves, we wiil 
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not be able to meet this growing demand in the future. 

I think we have pointed out in the report that it is 

in the public interest that we be in a position to suppl 
this demand. 

Now, under the present depletion allowance, 
particularly as it applies to non-integrated companss, 
they are not in a position to gain the benefit of de- 
pletion, and therefore there could be a tendancy that 
they would concentrate on developing present resources 
rather than continuing an active exploration programme, 

MR, STEWART: I take it that it is generally 
agreed that one result of the present system is that 
the deduction of Section 83A expense in computing 
production income not only defers depletion but 
results in complete loss of depletion because you do not 
have any depletion credit to carry forward after 
Section 83, | expense has been utilized, 

MR, BUCHANAN: That is correct, Mr. Stewart, 

MR, STEWART: When you said, Mr. Mitchell, 
said I think it was earlier on, that there might be 
about six independents in the Canadian industry which 
have paid dividends, and that those dividends would 
have been on a relatively small scale, would you have 
any idea as to how many of the independents would have 
been able to claim depletion to date for tax purposes? 

MR. BUCHANAN: Ona net depletion basis; 
the existing legislation you are referring to? 

MR, STEWART: Yes. 

MR, BUCHANAN: I do not think we can give you 


a factual answer to that, Mr. Stewart. We haven't covere 
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that area with background material. 

MR, STEWART: Would there be many? 

MR, BUCHANAN: Very few would be my estimate, 

MR, STEWART: I have the impression from 
one of the earlier hearings we had when we were discussi 
this question, that one of the larger companies in 
the industry thought even among integrated companies 
there would be very few which had been able to claim 
depletion for tax purposes. 

‘MR, PEARCE: There is an indication in 
the Taxation Statistics Document put out by the Department 
of National Revenue on the dollar amount of depletion 
claim, 

MR. STEWART: Which edition? 

MR. PEARCE: The latest one I have is 1962, 
which of course reports only 1960 information. 

MR, STEWART: What page are you on, Mr. 
Pearce? 

MR, PEARCE: It is on page 117. The amount 
is four million dollars as reported here for companies 
in profit class classification, profit category, 1.4 
million dollars for companies in what they classify 
aS a loss category. 

THE CHATRMAN: Is this depletion? 

MR. PEARCE: Right. This category, of course, 
does not include integrated companies which are 
reported in a separate category under petroleum refinerens. 
This is as I understand it. 

THE CHAIRMAN: The loss category, it is only 


companies that declared losses. 
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MR, PEARCE: In a non-taxable position or 
paid no tax. 

THE CHAIRMAN: I do not see how depletion 
appiies, 

MR. PEARCE: Well, I would imagine that they 
claimed - there was some companies in that year that 
claimed a total of 1.4 million dollars of depletion 
that resulted in their not being in a taxable position 
for that year, and they are placed in a category as 
defined here, 

THE CHAIRMAN: That is a most curious thing. 
Depletion is a portion of taxable income, 

MR, STEWART: It is a portion of production 
income, 

THE CHAIRMAN: Yes, production income. I 
think I have the point, 

MR, BUCHANAN: I do have here a submission 
made by an independent association in 1962 to the Honour 
able Donald Fleming, Minister of Finance at that time, 
and in this submission itself -- we had made this 
Survey of the independents which related to this specifi 
question. We did get answers to our questionnaires that 
were sent out from a total of 59 companies, and for 
the period from 1949 to 1960, these companies deducted 
a total of six million dollars, round figures, from 


their income during that 12-year period. 
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THE CHAIRMAN: That is half a million dollars 
a year on the average? 

MR, BUCHANAN: That would be correct. So 
it would be very significant of the benefit derived 
by the independents particularly under this present de- 
pletion regulation, 

MR, STEWART: In 1960, according to those 
figures, the independents in the aggregate took 5.4 
million dollars, 

MR. PEARCE: If that is the taxation stat- 
istic -- I don't think you can relate that to independents 
themselves, 

MR, STEWART: I think, Mr. Pearce, that 
independent companies were dealt with elsewhere, 

MR, PEARCE: AS I understand it from 
correspondence with the Department of National Revenue 
there is one company that would be normally classified 
aS integrated that operate a subsidiary producing . 
company. That is classified in this category on Page 
117 rather than under the category of petroleum refiners. 

MR, STEWART: Do you happen to know, Mr. 
Pearce, where you find the particulars of the refining 
companies? 

MR. PEARCE: That is at Page 134, 

MR, STEWART: And how much depletion did they 
take in? 

MR. PEARCE: 11.2 million dollars for the 
profit category, 4.1 million dollars for the loss 
category. 


MR, STEWART: Thank you. Now we discussed 
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earlier on the American system and I think we were 

agreed as to the basis of depletion allowances in the 
United States and that in the United States certain 
write-offs are obtained through the depletion allowances. 
Perhaps that is & wrong way of putting it. In the 
United States you do not get as liberal a deduction 

in respect of certain of the exploration and drilling 
expenses as you do in Canada. 

Now your proposal, as I understand it, 
is this: I understand that it is based on the propositian 
that the petoendie industry is subject to greater risks 
than the other extractive industries. I see that 
suggested on Page VII - 6, 

Your suggestimis in Canada we switch to 
an alternative system of depletion allowances and that 
the allowance be 25 per cent of gross incomes, 

MR. PEARCE: Right. Gross producing incomes. 

MR, STEWART: In the computation of that 
income it should not be necessary to deduct exploration 
and drilling expenses. 

MR, PEARCE: Correct, 

MR. STEWART: You appear to place no limitatian 
on that proposition at all. There is no limitation as 
to the total profits from the production or anything 
of that sort. 

MR, PEARCE: No, we did not put any limitatio 
on it. We were looking at it from what you might call 
the concept point of view. The advantage we see is 
an incentive to increase fhe interest in exploration. 


We are dealing primarily with the difference between 
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1 the present 33 -1/3 per cent base on net compared with 

2 the proposed 25 per cent on gross. We didn't explore 

3 any limitation. 

4 MR. STEWART: If we look at Table VII - 2 

5 on your submission we find that you have compared the 

6 effect of the present system and your proposed system 

7 and atthe bottom of the page I observe that the de- 

8 pletion allowance under your proposal would be consider- 
9 ably greater than under the existing system with the 


10 result that the profit after tax under your proposal 


11 exceeds the profit after tax under the existing system. 
12 MR. PEARCE: That is correct. 
13 MR, STEWART: Turning over the page you deal 


14|| with the period of deferment of income tax 7.3 years, 
15 whereas under your system the period of deferment 
16 would be 10.8 years, which is a period which is about 


17 50 per cent longer. 


18 MR, PEARCE: I would agree on the order of 
19 40 per cent, in that area somewhere. 

20 MR, STEWART: Going back to Page VII - 9 

4 you seem to reach the conclusion that even on your 

22 basis the cash flow in the Canadian industry, or rather 
23 that income on a cash flow basis, on a discounted cash 


flow approach, would be no greater than it was in 
1960 at any rate for the other extractive industries. 

THE CHAIRMAN: I got lost at one point here, 
I understand what "deferred" means with regard to 83 A° | 
costs. I understand the relationship. I do not under- 
stand why there is a deferment brought about by depletion. 


Are we gdng to come to that later or should I understand 
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it at first glance, 

MR, STEWART: I think we should try and 
clear these things as we go along. 

MR, PEARCE: I think I might answer your 
question in my explanation of the two tables. 

THE CHAIRMAN: Very good. That is where I got 
lost. Would you bear that in mind as you explain your 
tables, 

MR, PEARCE: I can appreciate the reason 
why. It is difficult to follow through these tables. 
We did not include the work sheets which possibly would 
have made it much easier to follow through. We did 
not feel it would be possible in view of the size. 

We would be pleased to turn copies of the work sheets 
over to the Commission staff if you would like to have 
them, 

AS far as Table VII - 2 is concerned, which 
you referred to, we were attempting to prepare a 
hypothetical example based on the present reserve dis- 
covery between 1947 - 1962 and based on the average 
cost and average revenue per barrel and we attempt to 
arrive at arate of return; 

Now in the second Table you refer to we were 
using the latest data, the 1962 information, which 
Should reflect the increase in activity in the industry 
aS a result of the national oil policy and increased ' 
export of gas to the United States. 

In other words, we wanted to see if it pro- 
vided any different information than the average for 


the period. 
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Now on Table VII - 3 under the gross depletio 
proposal there will be a contribution or a cash flow 
of one dollar and sixty-seven cents a barrel. 

Now in the gross depletion example, because 
gross depletion would be a first charge against income 
tax -- again I would like to emphasize we are using a 
hypothetical example -- in other words we assume that 
there would be no continued exploration from this point 
on, We try to determine the effect of using up of the 
exploration and drilling credits so that under the 
25 per cent gross allowance there would be a period of 
10.8 years in which income taxes would be deferred as 
a result of deduction of exploration and drilling costs. 

MR, STEWART: Mr. Pearce, could I ask this 
to make sure I understand it: on the right-hand column 
on the Table VII - 3 after deducting from your cash 
flow your capital cost allowance and your depletion 
allowance and your gross depletion allowance you have 
a balance of $1.077 and you have a Section 83 K 
carry-forward of $11.68, which will take care of the 
$1.077 for a period of 10.8 years. 

MR, PEARCE: Right. 

THE CHAIRMAN: The 55.7 cents comes from 
away further back in your submission where you worked 
out the total cost over a period of time. 

MR, STEWART: You get an average of 55.7 
cents, We have 21 years here. We have a value of 
Sr1 G0" 

MR, PEARCE: Dividing $11.68 by $1.077. 


MR, STEWART: In the next column to the left 
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you reflected the effect under the existing system. 

You cannot claim any depletion until Section 83A. 
extent is used up so the same figure of $11. 0638 is used 
up over a much shorter period of 7.3 years. 

MR. PEARCE: That is correct. Referring back 
to Page VII - 9 that you referred to earlier this is wher 
we show a summary of our discount of cash flow calcul- 
ations to see the effect of the further deferral tax 
under the gross depletion basis. 

We also looked at it from the point of view 
of the taetous reserve to production ratio of 21 years 
compared with 15 years, which we assumed earlier the 
industry might work down to by about the early 1970's, 

MR, BUCHANAN: If I might point out one 
other matter concerning Table VII - 3. These two cal- 
culations in essence were done for solely one purpose, 
They are using the basic 1962 value itself and in the 
first instance the 33 - 1/3 per cent net. We are 
dealing with the existing legislation in view of the 
overall deficit position of the industry as far as exces 
of expenditures made as opposed to revenue received. 

We show nothing as far as the 33-1/3 per 
cent is concerned whereas the 25 per cent gross we 
are showing it as it would be under our proposal here. 

The purpose of this Table then is to take 
the two situations and show the respective cash flow 
involved. Thus from that determine the number of years 
the tax would be diverted. Under 33-1/3 per cent -- 
7.33 25 per cent -- 10.8. 


This is the sole purpose of the Table. We 
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take respective annual figures and go back to Section 
7, Page 9, and in our indicative analysis here on the 

33-1/3 per cent aS opposed to 25 per cent we are saying 

in it 7 years and 11 years, which corresponds to the 
7.3 and 10.8 reflected in the previous table. 

THE CHATRMAN: When one uses the word "deferred" 
it implies something put off to another day and it 
seems to me that those figures at the bottom, 7.3 and 
10.8, represent the length of time before, under these 
circumstances, the taxpayer will commence to pay taxes. 

He is not gcing to pay the taxes which have been postponad. 
It is the period over which he is tax exempt in fact. 

MR, BUCHANAN: That is correct. This reflected 
the overall industry statistics. As you understand 
the individual companies themselves, of course, wiil 
press for their own position within the category. 

In total we are trying to demonstrate to you 
just the essential net effect of the proposed change to 
the gross depletion as opposed to the existing legis- 
lation with the 33-1/3 per cent net approach. 

THE CHAIRMAN: I understand that. I have 
always taken "deferred" to mean "postponement", I 
don't think that is what it means here. 

COMMISSIONER PERRY: You are reading it to 
mean during this period the liability accumulated which 
ultimately must be met in full. That is not the 
case, The ultimate liability will relate to the 
earnings of the years remaining after the period. 

THE CHAIRMAN: This means a period of tax 


exemption, 
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MR, BUCHANAN: There is still tax liability 
which must be paid some day. This is what we are re- 
ferring to in Table VII - 2. We show provision for 
deferred tax which in fact must be paid some day in the 
future. 

That liability exists with each barrel prod- 
uced to-day. Because of the accelerated write-offs we 
do have under Section 83 A it is deferred or postponed 

THE CHAIRMAN: I am considering deferment 
with regard to 83 a expenses. That is certainly a 
deferment. You wiil have to meet that liability. I 
accept that but I don't think your depletion causes 
deferment. I think depletion is a matter of exemption 
from tax. I can accept 83A as deferment. 

MR, BUCHANAN: We have mentioned earlier 
although the present regulations exist there is no 
effective depletion being received by many of us. [In 
that instance with the gross depletion which would be 
automatically available to us through calculation of 
that depletion on gross income, to that extent we would 
receive benefit of depletion, and those not using up 
Section 83 A | expenses. That is the reason for 
deferment. 

THE CHAIRMAN: I think you have made the poin 
that by virtue of gross depletion you push off 83 A 
expenses and further defer. In deferring you are deal- 
ing with some amount of liability at the end of both 
periods, 

MR, BUCHANAN: That is correct. 


MR, STEWART: You are on Section 83 A 


OW GIlo-S0LEN bedeRstoags ait lo cegmDeM ..usb-od Dew 
pbsiigteog ty teswslegh at 2 A eB cusivoe® sabeur. ered of 
| Mengeish aniushtance me 1 sAMMLAND. SH? ,* fa 

& (itrev7e9 et Jat .estdegxe 4, £8 of biepes, détw 


< ,wekildetl cet doom of ved Lilw soy ,dnemsetad 
SeEUES nbtdeigqeb mioy dAatdie o'aob 1 tad asst @qeods 
noivqnoexs ‘to sevtem se ef nolveiqeh anid’ J . .daearreteb 
~toamrsteh as. ATS tygoo0s neo T-.,Xat mor? 


Telitas beteltnenm avenlheW :tAMAMOUa .AM 


on @k eternrtd tales enoltelupest Jneesug -ed. dquodiis | 
ot was toe gasw owe bevlewet acted ncivsiqsh evidoetts 
oc Slwow dotudw cofisigeh seers ods déiw eonatent Seni 
lo dolvelvoles Oyvord? aa od eideliave yilesotidsmotus 


Plicw sw tistexe deny oF ,smoent eeow mo aolvelqeb san? 


—s 


qs atias jon seodd baa ,mettelqeb Io gitened svisoer 
TOT qoeswrt oft et dadtfT  .epeadegxe AES nolsooez 
- Jnsmre ted 
iInkoq oft ebsm sved voy ainddt 2 sMAMALAHO BHT 
A £0 Vig. dawg doy metvelgeb eaows Be sutrtv yd. tad - 
tees oie woy gatarsteh al .weleh tesfduwl bin aesneqxe 
© ito to bos. eri de Npbutdene ho #awona soon déte, ant 
cad ' -abolieg 
-Joortee 6h ged? cHAMANOUG , AM . 


A £8 nobt0e 99 91s WOY (gTRANEME. IM o agy 


ANGUS, STONEHOUSE & CO. LTD. 6204 
TORONTO, ONTARIO 


expenses, But is there a basic difference here between 
the two systems of gross and net. Under the net system, 
the current system you have production which you ae 
never permitted to take depletion on, 

MR, BUCHANAN: That is correct. 

MR, STEWART: Whereas under the gross system 
you do get depletion whenever you have production, 

MR, BUCHANAN: That is correct, sir. 

MR, STEWART: Now, I don't think that this is 
directly related to this question of deferred taxation, 
Mr. pha tmaty: but it does seem to me to be a material 
distinction between the two systems. 

THE CHAIRMAN: I think you are right, I 
wonder if we could consider that while we eat lunch, 

I would like to stop at this time and come back at 


2:20, We will stand over until 2:20. 


---The hearing was then adjourned until 2:20 P.M. 
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MR, STEWART: Now, gentlemen, returning to 
this larger submission of yours, I observe that on 
Page VYII-10 you set out at the top of the page how a 
25 per cent gross depletion allowance would assist 
your industries, Then in the bottom half of the page 
you suggest that we could switch to this type of depletidn 
allowance without materially affecting the corporate 
income tax paid by the industry at the present time. 

I would like to raise some points about this 
alternative system which you suggest, and I come back 
to the fact, first of all, that. you do not contemplate 
that there would be any limitation on the 25 per cent 
gross rate, I remind you that under the American 
System there are two alternatives; one is cost depletion, 
and one is gross depletion. That is 274 per cent of 
gross revenue, property by property with 50 per cent 
of taxable income limitation. 

Now, if you have no such limitation at all, 
are you not suggesting an allowance which is materially 
more favourable than even the American allowance? 

MR, PEARCE: I think there is one distinction 
between the Canadian depletion allowance proposed and 

the American depletion allowance in the United States. 
AS I understand it, it is a property by property basis, 
which has an advantage over a company's total operations 
for the year, 

MR, STEWART: Your system is, I suppose, 
essentially on a well by well basis; isn't it? 

MR, PEARCE: The proposed 25 per cent? 


MR, STEWART: Yes. 
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MR, PEARCE: It would be on the total produci 
income for the year. 

MR, STEWART: But producing income before 
any Section 83A’ © deduction. 

MR. PEARCE: That is right. 

MR, STEWART: And with no limitation as to 
production or other profits. 

MR, PEARCE: That is right. 

THE CHAIMAN: There would not be any difference 
then, I don't think between the U.S. and Canadian becaus 
of the went BF well if one does not deduct any 83:7 
expenses. JI wouldn't think it would make any difference 
whether it was on a well by well basis or all together; 
am I right? 

MR, PEARCE: Where it is based on a property 
by property, your allowance is not penalized for the 
reason you might be exploring one area without success 
compared with exploration or development operation in 
another area where you are receiving producing income. 

COMMISSIONER WALLS: Excuse me for inter- 
rupting, Mr. Stewart, but I am not quite clear. At 
one stage we are talking about a well by well basis 
and now you are talking about property by property. 

THE CHAIRMAN: I think that is my fault. 

They were talking about property by property, and I 
mentioned the well by well. I think we assumec they 
are talking about property by property. 

MR, STEWART: Now, Mr. Pearce, you say in the 
United States it is 273 per cent of gross income with 


a limit of 50 per cent of taxable income property by 


Tage Sf taf OMT Wor oo 


Wisusttth eos sf Jon Pivow suatkt AMANO aur 


siete Helvetsd) bar ,8.¥ ofd neeeted det’ 3'aob I .aed? 
| AED tne doubeb don agob eto Tf [len yd Dien ecid So 
;SoASTSITLO “oe oslem Bivow If skis J ableow Tr 
{rarltSgou Lie to akan Liew yd Liew one Baw Ohetsddede 

eonats I ms 
yasgos =< uo beted BE Sk essriv +ZORARD . AM 


~tsiql ot om Sacbxe sLIAW ATMOLGREMMOD 


,Beensgxs | EN 4 


7A (oselo atiop Jom mea I ted ,dgaWet2 .aM . gatique jis 


siead iloew ys Liew © vMeds utiinie? evs ow egade etic 
.tsesqota ys yiteqetq tvoda paiiNtlad ete voy won bas 
tive? yo al gadd Anti T sWAMALANS GET 
I ban .ysregeny yd yregory Juods gnbilad ezew yest | 
yey vomvass ow xHnidy I .flew yd Llew ana beaoltnem 
; xousqery Yd YerogoMy: dod ‘pabited ons 
edt al yda voy ,{soTEsT ae om sear m penne 
date emooat neors 1 san, a at 77 late & ate 


wa xfregony enooat etd yoo meq 0G 2o timtt 


ANGUS, STONEHOUSE & CO. LTD. 6207 
TORONTO, ONTARIO 


property. 

MR, PEARCE: Correct, 

MR, STEWART: Your proposal is that we take 
25 per cent of gross income, of gross production income, 
and what deductions do you envisage would be made in 
determination of that income, it being understood that 
you are talking about the income of the company as a 
whole, and not property by property. What deductions 
do you make in the computation of production income? 

MR, PEARCE: I think that is shown in exhibit 
VII - 2 and Vil .~ 3. 

MR. BUCHANAN: Mr. Stewart, to answer your 
question on that, we are proposing that this be on 
a straight gross production basis. There would be no 
deductions whatever involved. In our opening remarks 
on Page 5 of this Section VII we make reference to that, 
that there are a number of alternates available to us 
as to which route this could go. We have chosen the 
straight gross approach, one of the reasons being the 
elimination of many of the administrative problems 
involved both to the limited company itself and to 
the Tax Department. 

Our Brief itself stipulates that we feel 
we require a minimum of 25 per cent gross, so if 
for any reason there was any other alternative approach 
contemplated, the benefits to be derived from that to 
the industry would have to be comparable in our estimation. ' 

THE CHAIRMAN: Mr, Stewart told me they ded- 
ucted royalties on Table VII - 2. 


MR, STEWART: I don't think this is the syste 
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they are suggesting. 

MR, BUCHANAN: We are dealing with income 
to the company, and where there is royalty income involved, 
it would go direct to the Crown or to the freeholder, 
or whoever it happened to be, so we are dealing with 
income to the company. 

MR. STEWART: Then on Table VII - 2,after 
deduction of royalties, you have a line, net revenue 
before expense, and then you take off operating expenses, 
but your depletion is taken on the net revenue before 
expenses, 

MR, BUCHANAN: That is right. The 2,088 
figure. 

MR, STEWART: So that was I not correct in 
Suggesting that on this basis except as regards royaltie 
we do not need -- the result is simply the aggregate 
of the allowances, 25 per cent allowances in respect 
of each producing well? 

MR, BUCHANAN: You are suggesting it would 
be necessary to go back to the individual well basis? 

MR, STEWART: No. We were mentioning the 
fact in the United States you determine this ona 
property by property basis. Now here thew is a limitatian 
with respect to the taxable income from the particular 
property. Here under your system, as I understand 
it at the moment, you simply take total proceeds of 
production, total production income, and you can say 
if you like that you are looking at it as a whole, 
but you get exactly the same result if you take productiaqn 


from each well and add those amounts together, 
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MR, BUCHANAN: There would be no need to 
go to the property by property route. 

MR, STEWART: No, aS a matter of administrative ' 
work, you presumably would just take the total. 

MR, BUCHANAN: Yes. 

MR. STEWART: Have you by any chance seen 
the Brief which was filed with this Commission by the 
Imperial Oi1 Company? 

MR, PEARCE: We have referred to it. I 
have not studied it very closely. 

MR, STEWART: My recollection is that in 
that brief they propose that we switch to a depletion 
allowance based on 25 per cent of gross production 
income, but that we have a limitation of the total 
production profits of the particular company; and that 
tye conceded on examination that in determining total 
production profits, it would be appropriate to deduct 
Section 83A items. 

Now, what comment would you make on a limit- 
ation of that sort? 

MR, PEARCE: I haven't studied their prop- 
osal in detail. I would suggest that on that basis 
the return we feel that is required for the industry 
would not be high enough, In other words, I would like 
to reiterate that we in this approach have tried to 
determine a gross depletion allowance that, ona 
minimum basis, would give the industry, the independent 
industry, a rate of return approaching that of the 
other extracting industries. 


Presumably if there were some other basis 
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for gross depletion, as Mr, Buchanan mentioned earlier, 
the rate would have to be somewhat different, depending 
on the limitation, 

MR, STEWART: Do not the relative merits 
of the gross system and the net system to a particular 
company, depend on the extent or the proportion of 
its production revenue which it spends on further 
explorations? 

MR, PEARCE: Well, I would think that is 
correct. 

MR. STEWART: I wonder if you would comment 
on this: if we think of a company which is in a flat 
position, to make it easy; that is, when I say "flat" 
in this regard I mean at the beginning of a particular 
year it has no carry-forward of Section 83A expense. 
Wouid this be the fact that to such a company, 25 per 
cent of gross as a depletion allowance is equivalent 
to 33-1/3 per cent of net if the company spends 25 
per cent of the gross on Section 83A items. 

MR, BUCHANAN: I don't think that is quite 
correct, is it, Mr. Stewart? You are relating it to 
gross. If he spends 25 per cent of his gross revenue 
on operating expenses, then the 33-1/3 per cent net 
would be the equivalent of the 25 per cent gross 
approach, 

MR. STEWART: Including -.coperating expenses 
Section 83A items? 

MR, BUCHANAN: No, excluding 83A. 

THE CHAIRMAN: Are you using the word 


"eross'" meaning taxable income before 83A expenses, 
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Mr. Stewart? 

MR, STEWART: I am using it, Mr. Chairman, I 
think in the sense that these gentlemen are; certainly 
in the same sense as it is used in the United States, 

MR, BUCHANAN: On this other point, if you 
would refer to Section VII, Page 9. 

MR, STEWART: Yes. 

MR, BUCHANAN: The Table at the top of the 
page there indicates the relative depletion that 
would be obtained under the 33-1/3 per cent concept 
as opposed to the 25 per cent gross which you see 
is essentially the same. 53 cents on one hand and 
52 on the other, 

MR, STEWART: Now, I would like to refer 
again to the pamphlet which I mentioned this morning, 
"Oil and Gas Production and Taxes", published this 
year by the Canadian Tax Foundation, and to a discussion 
which begins on Page 266 of that pamphlet. The object 
of this discussion which I refer to is to compare: the 
tax effect resulting from the present 33-1/3 per cent 
net depletion allowance with the cash effects resulting 
from a gross depletion allowance at various percentages, 

I don't suppose by.,any chance you have a 
copy of this pamphlet with you? 

MR, BUCHANAN: We have one here, 

MR, STEWART: If you would not mind looking 
at Page 267, there is a chart, and in the editorial 
part at the bottom of the page, it seems to be indicated 
that a company which spends 25 per cent of its gross 


income on exploration -- I beg your pardon, I see that 
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they are talking here about operations, development and 
exploration -- if you look at the bottom of the chart 

it says "percentage of gross income which is spent on 
operations, development and explorations", so that perhap 
explains -- 

MR, BUCHANAN: It is not directly comparable. 

MR, STEWART: Not directly comparable to 
what ? 

MR, BUCHANAN: To the situation you were 
demonstrating here earlier in that operating costs 
as such are included a2 tn s. 

MR, STEWART: All right, I am afraid I had 
overlooked that. Let's start again. Would you agree 
with this; if a company that starts off in that flat 

position I mentioned spends 27 per cent of its gross 
income on operation, development and exploration, then 
33-1/3 per cent net allowance works out exactly the 
Same way aS 25 per cent of the gross? 

MR, BUCHANAN: Yes, that is right, and that 
happens to be the relation of our operating costs 
alone to the gross revenue after deduction of the 
royalty. 

MR, STEWART: Where are you looking at the 
moment? 

MR, BUCHANAN: I would refer to Table VII -2. 

MR, STEWART: Yes. 

MR, BUCHANAN: Our net revenue before ex- 
penses, 2.088, 

MR, STEWART: Yes. 


MR, BUCHANAN: Our operating expenses are 
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42 cents, That would be some 21 or 22 per cent, 

MR, STEWART: It is about 20 per cent; not 
= 

MR, BUCHANAN: Yes, you are right, sir. 

MR, STEWART: In any event is the depletion 
allowance which is dealt with in this pamphlet, starting 
at Page 266 which is described as "a depletion allowance 
as a percentage of gross income", is that the type of: 
depletion allowance that you are advocating’ If you 
look at that chart on Page 267 on the left-hand side 
there is a reference to depletion allowance as a percentage 
of gross income. Is this ‘your type? 

MR, BUCHANAN: On the surface, Mr. Stewart, 
it would appear to be. I wouldn't want to answer that 
unqualified because we have not studied this particular 
pamphiet itself, 

MR, STEWART: Let us proceed on the basis 
at the moment that it is your type, and if you wish to 
indicate after to-day that it is nnot, we will be very 
happy to have your qualifications, 

I think it is the case there, and perhaps 
I am repeating myself, that a 25 per cent gross allowanc 
of that sort produces the same result as 33-1/3 per 
cent net allowance, if 25 per cent of the gross income 
is spent on operation, development and exploration, 

MR, BUCHANAN: Mr. Stewart, I hate to keep 
at this point, but just to make certain we are on 
common ground, you realize in these historical facts 
represented here, and so forth, the actual total of your 


operating development and exploration is much higher 
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than what they are using here. 

MR, STEWART: I am talking now about a hypoth 
etical company. I am not talking about your company. 
I am talking about a hypothetical one that starts off 
in a flat position, 

MR, BUCHANAN: In our case this has been in 
excess of 50 per cent. 

THE CHAIRMAN: Mr. Stewart, your formula 
is a slightly different one but if you start with 
taxable income before 83A expenses, and you Spend 25 
per cent of the taxable income on 83A expenses, a 25 
per cent rate of gross is the same thing as a third of 
the net, 

MR, STEWART: I think that is a neat way of 
expressing it, Mr. Chairman, yes. I am not sure that 
I wou agree we are talking about taxable income, but 
I think that is equivalent. I think we are talking 
about income, 

THE CHAIRMAN: I am quite happy to accept tha P 
but it seems to me a little irrelevant to drag in 
gross and also operating expenses into this. I think 
it would be better to leave them out and start below 
that. 

I can understand it easier that way. 

MR, STEWART: All right, then I will try to 
proceed on that basis. It further appears from this 
material in this pamphlet I think, and I refer in particular 
to Chart No. 4 on Page 271, that where there is a 
limitation such as Imperial proposed of 100 per cent 


of net income, then if you spend from 25 per cent up to 
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75 per cent of your income on operating, development 
and. exploration matters, a 25 per cent gross allowance 
is preferable to 33-1/3 per cent of net, 

I think if you look at the editorial comment 
at the bottom of Page 270 you will see that that is 
borne out. The last sentence on Page 270. 

MR, BUCHANAN: I would agree with that 
Statement, Mr. Stewart. 

MR, STEWART: Well, really, Mr. Buchanan, 
ali I am getting at I think is this: under your prop- 
osed evaew Ene depletion allowance wou] be more favouratle 
than the present system whenever, at any rate, 25 
per cent or more of income was expended on operating, 

evelopment and exploration items, 

MR, BUCHANAN: That is correct, sir. 

MR, STEWART: Now, I think the Imperial 
OLl representatives said to us that they suggested this 
LOO per cent of production profits limitation because 
they wanted to approximate the United States position, 
Whether their system would succeed or not, I can't 
Say at the moment, In any event, as you have no limit- 
ation at all, your allowance is more favourable to 
the taxpayer than the U.S. system? 

MR, BUCHANAN: That is correct. In this 
proposed estimate of theirs, of course, certainly there 
are problems arise in it as far as independents are 
concerned, If we take the situation where a company 
has a carry-forward position, would that not automatical 
eliminate any depletion allowance, or alternatively, 


if level-off exploration activities, section 83A expenses, 


> 


7 oa ae y 
eines a aan 

somenolie snot, Mee wg eS cnn talaga 
J lo on68 ted E\L-EE Of, ekdoxetemg at 

Ramee Gees eee ad? js wwol voy It MAR Dy) et 
at went gad? von [itw moy OTS get Se modded add de 
.O}S Syed Go soceinss desk ed duo ected 
Sedd Adin sens bLwow I StAMABOUR Psi ese 
-Ttewed® .aM ,Jtemedete | 

{Menpkoud MM .yiteot ELON :TRAWEIE Ma oo . « 
soe svoy wehbsy -:ein? at xaltic £ ga gatideg us I Lis 
istuovet ovo ed Mmw eccswolly ooltelqes eit metaye, beso 
| c& ,cist yup v6 ,Teversiw mesaye Poesetg ed? ned? 
<Belistwqe wo bebaegxe cou emoout lo enon to Jaeo meg 
-enedi coivsmalgxe Sie tremgoleveh 

Nea ,JoetI0oo ek gedit? :HAMAHOUME .fi 
(skaogm oi! vuide J .wok sTHAWETS . a 

weirs bes eonuve yen? tady suv of bige sevivatneantget 110 
“4g900 amcoijstimkl siitei caliowherg Ie dreo weq..00l 
1ohtisog estetS OetLau ett wartsaerqge of bedtcisw yed?t 
v'tco I ,don co bieoswa bidvow wsteye alesis tadiodyW 


~timil of sverl. soy 86 .dueve yoe al . <éG@eme add ts. yse 


| ov eldsuvovas't asom.eL sotewolle awey ,ila va aolsn 
fmseyeye .2£. st? gadis teyeqxa? ed? 

shel) ot .vaerses al JadD sMAMABDUR , 
sisi? ylntetyso .9e%v0d. Ic ,atisd? Ie essmises hoeroqosq 
“< avcesbaegehel an. ta? ag. ot at eaits amaidomy ste 
‘"Hegmos # erecta colgaugtle eff sited ew TI, benteonoo 
isoivemovhe ton tad? bivow ,notdleog Piawiel-qeise s ead 
“Uovitearedls 9 ~sengwolle Aektetgeb yna, annette 


AEE noldooe,,asltivigos 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 6216 


exceeded 75 per cent of your gross income, from that 
point forward there would be a reduction that would 
affect the depletion allowance. In that latter case 
there would be depletion, and that might be fine for 
a well-established company that has got solid revenue 
behind it, and your plans are to spend a specific 
amount of their income each year in looking for new 
reserves each year, The alternative to that is your 
smaller company that can't go out and find their res- 
erves -- may not be supplied with such capital directly 
under their geass source of funds. Those companies 
would definitely be penalized. 

MR, STEWART: Would it be the case that in 
a good many cases the smaller companies you are talking 
about would expend more than 75 per cent of income on 
additional exploration? 

MR, BUCHANAN: Plus your development costs. 
If you expand that to include all your 83A expenses, 
I would say yes. 

MR, STEWART: This would be quite a common 
thing? 

| MR, MITCHELL: I would say that is quite 

frequent, and of course again is a function of the state 
of the company's evaluation. The longer it has been 
established, the less apt it is to maintain that high 
percentage of expenditure, 

Certainly many companies now have a high 
percentage, and those starting up would be faced with 
a Similar situation. 


MR, STEWART: Now, can I ask you two or three 
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questions about depletion allowances generally? Is 
the effect of a depletion allowance, whether it is 
gross or net, to stimulate production primarily rather 
than to stimulate exploration? 

MR, PEARCE: I would think that the 25 per 
cent gross depletion allowance that we proposed would 
have the effect of increasing exploration, recognizing 
that down the line that would be reflected in production, 

MR, STEWART: Do you think thereis any 
risk that an allowance based on production will lead to 
development of proven acreage rather than exploration 


in the strict sense? 
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MR. PEARCE: Well, I think that the 
majority of the companies certainly are interested 
in being in the business, The only way they can 
assure this is to continue exploration in order to 
remain competitive. I would suggest they would continue 
to explore, 

MR, STEWART: It has been suggested to 
me that in a province such as Alberta where you have 
a pro rationing system there may be a tendency under 
an allowance of this sort based on production to 
driil more development wells than is economically 
desirable. Would you comment on that proposition. 

MR, MITCHELL: I would be glad to. There 
has been a tendency in the industry almost from the 
inception to develop more wells than were necessary. 
This tendency has been corrected gradually through the 
years and fortunately in Canada we have the benefit 
of misfortunes in other areas to consider before draftin 
our own regulations, 

There will be at any time a slight 
tendency for over-development of properties. I really 
feel that the degree of success we have already 
attained in cutting down such over-development is quite 
high and this is not a problem of substantial magnitude 
that is now facing the industry. 

MR. STEWART: Thank you very much, Mr. 
Mitchell. Going back for a moment to Page VII - 1 
of your submission, you refer in the last couple of 
paragraphs on that page to a number of types of incentive 


other than the one you are recommending, 
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I think I can recall discussing one or 
more of these alternatives with another representative 
of your industry in this room a month or so ago, the 
British American O11 Company. I think their general 
approach to this was that the appropriate type of in- 
centive was one which left it to the individual member 
of the industry to determine exactly how to run his 
own affairs and that therefore anything in the nature 
of a Government subsidy and so on should be ruled out, 

What would your general approach be 
to that? 

MR, PEARCE: Our reason for eliminating 
the subsidy is we felt it might not meet particularly 
the first criteria of those we consider important 
as far as selecting an appropriate incentive. 

MR, STEWART: Take the second one of 
bonus to successful exploratory ventures. You rule 
that one out later on in the page as difficult to 
interpret or to record from an accounting poxt of view. 
Is that correct? 

MR. PEARCE: That is correct. I think 
that would apply to a number of other alternatives 
listed there. 

MR, STEWART: In any event having con- 
Sidered them all you prefer this one? 

MR, PEARCE: I think it best fits the 
criteria and capi I think it is the easiest to 
apply from the company's point of view and the Govern- 
ment's point of view. 


THE CHAIRMAN: Do you think it time to 
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introduce another alternative? 

MR, PEARCE: Yes, indeed, 

THE CHAIRMAN: I would have thought if 
the objective is as stated to encourage development 
of expenditure that it should be directly geared to 
that. Now if you wish to encourage further capital 
expenditure we allow increased appreciation until we 
cannot go any further and then we add investment 
allowance, We allow a rate of 150 per cent, 

Why, if we want to encourage development, 
do we not relate our encouragement directly to what 
we want? It would seem to me more effective and easier 

tO piiiok sates and right exactly in line with what 
we are doing. 

It would avoid the difficulty of ex- 
plaining that the whole industry is going to be taxed 
at a lesser rate than the rest of the business community. 
I have always thought that pretty difficult to explain 
Satisfactorily despite the risk. There are a lot of 
individual taxpayers who have a high risk too. 

Why not relate the development expenditure 
to the incentive which is directed at development 
expenditure and rane gave an allowance of 150 per 
cent and you apply it to your schedule VII - 3 you will 
find it is a little better on this illustration than 
what you have presently achieved. 

For every dollar you spend you allow 
two dollars deduction, You would get another .557 
in place of .522. 


It seems to me so obvious that somebody 
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must have thought of it and rejected it. Why was it 
rejected? I would be interested to know. 

MR, PEARCE: I can only suggest, Mr. 
Chairman, that I don't think we have looked at all 
possible alternatives, I am sure there are others, 
These were the ones that appeared to us to be fairly 
obvious ones, 

MR, BUCHANAN: Was .557 the reference? 

THE CHAIRMAN: Am I right in that? 

MR, BUCHANAN: Yes, that is correct, 

We are talking of all exploration and development costs 
where the incentive that was being referred to here 

was directed to exploration only. This enters into 

the areas of having to define what is exploration cost, 
which is not the simplest thing to do. 

THE CHAIRMAN: I was considering every- 
thing under 33A, which is not quite true; is it? Anywa 
I am talking about the principle. 

MR, STEWART: Is what the Chairman has 
Suggested at all similar to what you have in mind 
on Page VII - 1 when you talk about bonuses to successfu 
exploratory ventures? I notice at the bottom of 
the page you did rule out tax-free rewards for success- 
ful exploration, 

MR, PEARCE: Yes, that is right. On 
the ones we considered on that basis we felt they would 
be difficult to interpret and administer relative 
to the gross depletion allowance. 

MR, STEWART: Was your thought, Mr. 


Chairman, there should be some kind of measure to 
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reward exploration as such whether it was successful 
or not? 

THE CHAIRMAN: Yes, I thought probably 
all expenditures should be deducted of double the amount 
incurred or 150 per cent of the amount incurred, or 
whatever is suitable to equate to what is now done, 
whatever is suitable to provide sufficient incentives, 

MR. LARSEN: I think I can understand 
what you are suggesting. If we were to take one 
dollar of the $1.67 per barrel and spend it on 83A 
type expenditures at 150 per cent allowance you would 
in effect arrive at a 50 per cent benefit, which is 
equivalent to the 25 per cent gross benefit. 

THE CHAIRMAN: I am not sure it is 
equivalent, 

MR, LARSEN: If you take the $1.00 a 
barrel you get a $1.50 credit. There is an extra .50 
cents realized. I think that is the proposal, 

THE CHAIRMAN: My proposal is absolutely 
anomalous to the research incentive which is in the 
Act. I am not proposing it be related to any base 
area, I Simply suggest it be in the nature of an 
investment allowance as is used sometimes for fixed 
assets, Take 83A expenses and multiply 150 or 200, 

MR, LARSEN: This is incentive to spend 
rather than produce ina way. 

THE CHAIRMAN: I am following the answer 
previously given to Mr. Stewart's question. I think 
I would reply in the affirmative to what you say. 


I don't expect an answer to this at the moment if you 
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have not considered it. I thought you might have 
considered it. You can't give me anything very profound 
if you have not considered it. 

MR, BUCHANAN: I think our position on 
this is really to endeavour to go to what we considered 
the simplest route of taking care of this incentive 
that we feel is required from a straight administrative 
Standpoint. On both sides of the fence we felt this 
was by far the simplest thing. There were no problems 
whatever as far as interpretation of the legislation 
which, as you are aware from our discussions here, 
is quite a problem to us, 

THE CHAIRMAN: I cannot see the rationale 
for the 25 per cent. You have not explained it so 
far. I can understand why you would reduce the rate 
of tax by one-third, which is what the present system 
is, I believe, although it is related to income, I 
think that is pretty well supported in what you have 
to say. You say in order to encourage people to explore 
this industry cannot be taxed the same as anybody else, 
Some of the burden must be placed on other taxpayers. 

I think perhaps there may be a reason 
for that but you say one-third of the burden has to 
be lightened to make people operate. I cannot see why 
you should be relieved of paying tax on 25 per cent 
of the gross, That just doesn't seem to come to any- 
thing. 

MR, BUCHANAN: Our major concern is 
that the present incentive allowance is not effective. 


It in theory exists in the Act and in accordance with th 
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figures we have collected here, certainly as far as 
independents are concerned, we have received very little 
benefit under it. 

We are concerned with coming up with 
an effective incentive that will actually be applicable 
to us, 

MR, STEWART: Gentlemen, do I take it 
you have assumed for the purpose of your submission 
and this presentation that we are going to go on in 
Canada exploring for what I think is called conventional 
oil? 

MR, PEARCE: I think we are, 

MR, STEWART; You have proceeded on that 
assumption? 

MR, PEARCE: Yes, we have, I would 
like to suggest, as is indicated in the brief, that 
it would appear as though the present surplus in prod- 
uceability in Canada may reach a point, possibly in 
the late 1960's, where we will need more oil. As 
we also outline in the brief you must maintain an 
exploration programme constantly because you are 
never certain that you are going to find additional 
reserves, 

I think your question relates to the 
tar sands, I think the tar sands development may not 
come before we need more reserves from conventional 
production in order to meet the increased demand, 

MR, STEWART: Now, Mr. Pearce, your 
brief I think is to the effect that the rate of return 


to the Canadian industry as a whole at the present time 
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is too low, 

MR, PEARCE: Yes, 

MR, STEWART: You consider that it is 
lower than a return of the other extractive industries? 

MR, PEARCE: The majority of them based 
on our tabulation, 

MR, STEWART: Do you think the return 
is lower than the return of industry generally in 
Canada? 

MR, PEARCE: I would say "yes" again 
based on the categories we examined, based on taxation 
Statistics, 

MR, STEWART: I wonder what your 
comment would be on this: if the return is low both 
traditionally and at the present time is it arguable 
that this industry is not as risky an industry as 
you claim it is. If it were an extremely risky type 
of operation and the returns are low why would we have 
had the enormous amount of capital come into the in- 
dustry as came in in the last 16 years in Canada. 

MR, PEARCE: I think one of the reasons 
that the figure is low is you have to look at the oil 
industry from the point of view that it is an internationl 
commodity and the price is set by world markets and 
Canada is faced with the disadvantage of higher trans- 
portation costs and to a certain extent higher operating 
costs than other countries. 

I think this is reflected in the rate 
of return, 


I think that there are a number of reason 
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why money has been invested in the oil industry. One, 
aS I.mentioned earlier, is that in order to grow or 
survive . companies must seek additional reserves. 

MR. STEWART: You don't think there is 
anything in this proposition: granted the drilling 
of a particular well is necessarily at any time a risk 
the record of the last 16 years in Canada, at any 
rate, has been such that looking at. the operation as 
a whole, the degree of success which has been attained 
aS a whole, there has not been on balance an undue 
amount of risk. 

MR, PEARCE: I would say there is more 
risk than there is in other industries. 

THE CHAIRMAN: Has anybody told us what 
the price earnings ratio is? What kind of yield there 
may be on the common stocks of the members of this group? 

MR, STEWART: Mr. Chairman, I think 
this is somewhat difficult yardstick to use with this 
group because in many cases they don't report -any 
income at all. 

THE CHAIRMAN: They have six that pay 
dividends and many more that are successful operators. 
They have about 100 who produce, 

MR, STEWART: Mr. Mitchell, would you care 
to deal with that one? 

MR, MITCHELL: First of “all, I doen't 
have the specific figure you are looking for. Maybe 
we can supply that subsequent to this hearing to-day 
if that is satisfactory. Secondly, I would comment 


that the typical independent producer is really investin 
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at a substantial rate and the typical one has a low 
net income, if not in fact a negative net income. 

For the dividend or non-dividend paying 
companies I don't think we have much of a yardstick to 
work with, 

Perhaps this question is closely related 
to the line developed by Mr, Stewart a moment or two 
ago. He came from the low rate of return to the high 
risk and wondered how the two fit, 

I think they fit because the industry is 
one that has substantial lead time between investment 
and realization of return. This is quite evident in 
the Western Canada picture. Last year we had the first 

year when industry was in the black since 1947. 
Am I correct in that? 

MR, PEARCE: Yes. 

MR, MITCHELL: In essence the oil operator 
has to be the type of person who is very opt mistic, 
long-range optimism. He foresees the day when things 
are going to get much better. I would say by nature 
the oil operator is one who believes he will do much 
better than the man in the building next door. 

I think, for example, if you said to an 
operator in the United States that only one in forty- 
Seven wild cats drilled in 1956 ever returned its cost 
of drillingi.and. producing where there was some prod- 
uction that he would look at you with amazement and 

tend to disbelieve it. Yet such a figure is prepared 
by a reputable organization in the United States. 


As I say, Mr. Stewart, the best answer 
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is the inherent belief that it is the other man who 
is going to have this misfortune and that your own 
operation is the one that will succeed, 

If this optimism leaves us, as it may 
tend to do, then indeed there will be quite a difference 
in the pace in the oii business, 

I think when we talk in terms of items 
such as a depletion allowance presented here to-day 
in part we are talking in terms of psychological impact 
on those who make these expenditures. 

I hope these comments have been helpful. 

MR, STEWART: I think they have, Mr. 
Mitchell, I take it one of the things you have in mind 
is as the years go by, while presumably the need for 
exploration will always exist so long as we are attempting 
to use conventional oil, as the industry matures 
the number of companies which are in the taxable 
position will increase, 

You have now proven very substantial 
reserves in Western Canada. These are going to be prod- 
uced over a period, You have a backlog now of potential 
income which you certainly did not have 16 years 
ago and which has been gradually increasing. 

MR, MITCHELL: Yes, sir. We have a 
backlog of responsibility to investors and we must 
Squarely look our investors in the eye and indicate 
to them a satisfactory rate of return on their invest- 
ment. This is a reasonable thing for them to expect 
and we must deliver it. The alternative is less invest- 


ment. 
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THE CHAIRMAN: I have been curious whethe 
there is a time when this industry will perhaps mature 
and Set to the position where incentives are no longer 
required on this scale where the oi1 industry has 
to be let off one-third of the tax burden, Will there 
ever come a time when you will say' “we are in the same 
position as every other industry in the country. The 
market is adjusted for the risk now and we can go 
ahead saa tual nothing further," 

MR, MITCHELL: One of the great needs, 
aS I see it, with this depletion allowance is what I woulld 
term a competitive need or a need for a qualitative 
opportunity for Canadian investors to own Canadian 
resources, Certainly as long as other investors are 
in a preferential position within our own country 
then I wowild look for a continuance of procedure that 
would tend to offset that position. 

I would refer specifically, of course, 
to investment funds coming from the United States. 

Let me hasten to add in the very next breath that in 

no way whatsoever are we recommending the lessening of 
Such capital inflow. We very much look to a continuance 
of this and at the same time an increase in the | 
Canadian investment if this could at all be encouraged 
by some taxation method, 

THE CHAIRMAN: So in fact as long as 
there is the particular tax treatment that we know of 
in the United States the Canadian investors should 
invest in Canada and ewia not be in a worse position? 


MR, MITCHELL: Yes, sir. 
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MR, STEWART: Mr. Mitchell, do you 
happen to know whether in the earlier days of the 
American industry there was a position somewhat similar 
to the present Canadian position where in fact very 
little tax was being paid? Do you know whether as 
the years have gone by the American industry, being 
considerably older than the Canada, this situation 
has altered materially and the taxation paid by the 
American industry has materially incrased? 

MR, MITCHELL: Let me say that I am a 
Canadian and not familiar with the American evolution. 
f would anticipate such evolution should and would 
occur and the stimulus to the industry would develop 
new revenues for the company, both in terms of the 
indirect revenue with which we are all familiar, and 
the revenue accruing from taxation on the salaries 
and so on of both the oil industry and the supporting 
industries and, of course, taxation of the industry 


itself, 
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MR, STEWART: We certainly have not got 


away in the United States.so.far from a desire on the 
part of industry for depletion allowances and other 
tax preferences, 

MR, MITCHELL: Well, all of us are aware 
that in the end it is the consumer that pays the cost 
of taxation, If the tax legislation now existing in 
the United States were to be altered, presumably there 
would be a lessening of profits momentarily. Ultimately, 
presumably, it would come back in balance, with the 
consumer making up the difference, 

I think it is quite natural that those 
that have such an allowance, which appears reasonably 
from-our point of view, should continue to strive to 
maintain it. 

MR, STEWART: I would like to go to 
a somewhat different point, and I am not sure if I 
can explain it to you. Can you turn to table V - 6 
of this brief? This is the table where you show cash 
generated to funds employed for particular industries, 
and if you look in the left-hand column, which relates 
to the profit companies, and in the right-hand column 
with relates to profit and loss companies, the return, 
the ratio for the natural gas industry is quite low 
compared to that in other industries. Now, if you look 
at footnote 1 on that page, you find first of alla 
definition of cash generated as representing the 
current year profit less taxes declared, plus capital 
cost allowance, depletion, write-off of mine develop- 


ment and bond and mortgage interest. 
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Then you find that funds employed include 
all debt, except for bank loans, accounts payable and 
tax liabilities, plus common stock and preferred stock 
and surplus less deficits, 

These ratios or percentages, as I under- 
Stand it, have been taken from Taxation Statistics, 
1962, and I now have open before me Pages 116 and eh as 
which Mr, Pearce I think it was referred to earlier. 

I am now going to suggest to you in 
particular that we try to eliminate from both sides of 
this equation so far as your industry is concerned, 
certain items relating to land. Now, according to my 
information, Item 46 on Page 116, which is entitled 
"other expenses and adjustments" relates so far as 
your industry is concerned primarily to royalties. 

MR, PEARCE: To which? 

MR, STEWART: To royalties. It may be 
that this is explained elsewhere in this volume, Taxatio 
Statistics, but in any event I would ask you to assume 
for the moment that that is so, that Item 46 for your 
industry relates to royalties. 

Now, Item 8 on Page 116 relates to 
land, and I have had this put to me that if we add 
Item 46 to cash generated -- I see you have as I indica- 
ted a number of items at the bottom of that page under 
cash generated -- if we add that to cash generated 
item 46 as well, representing royalties, then of 
course we get a substantially higher figure-there. If 
we subtract from funds employed, item 8, relating to 


land, we get a substantially lower figure there. I am 
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told that the ratio between cash generated and funds 
employed on that modified basis -- or, rather, cash 
generated on that modified basis would be 24 per 
cent of funds employed. 

This is a suggestion which has been 
made to me, and I think the best thing I can do is 
read it to you, 

"This suggests ...." -- that is the resul 
of that adjustment which is to bring the six per cent 
up to twenty-four per cent by deleting land items 
from both sides of the equation -- "This Suggests that 
the depletion allowance to oil and gas is dissipated 
in the form of higher rents to land owners, and does 
not result in a greater return to industry. Hence 
depletion, net or gross, does not act as a spur to 
exploration, but merely inflates the return to land..." 

Now, I will stop there for the moment 
and ask you if you would care to comment on that now, 
or if this is a little difficult to handle at the 
moment, if you would care to let us have your comments 
on it, 

MR. BUCHANAN: Mr. Stewart, what is your 
basic reason for deleting land? I don't know the de- 
finition of what is included in land. Is it by any 
chance mineral rights that we are referring to here? 

MR, STEWART: I take it in yor industry - 
Item 8, which is land, is a very significant asset -figur 
for these particular companies. Profit companies 
it is ninety-eight million dollars, and the loss compani s, 


it is six hundred and eighty-two million dollars. It 
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is not far short of 50 per cent of all assets, and it 
does not include buildings and equipment, and I was 
therefore inclined to assume that it represented your 
investment in petroleum properties. 

MR, BUCHANAN: If that is what it is, I 
do not think it is common in the category as it pertains 
to other industries as such, and certainly not from our 
standpoint is there any residual value attached to the 
land in the sense it has been in the past in the 
oil industry. This is one thing we have been fighting 
for some time, trying to clarify this use of the word 
"land" as related to these mineral rights. 

Mineral rights that we are obtaining, 
if we obtain those properties with full production 
of those reserves, over a period of years there is 
no residual value attached to those rights as such. 
Therefore, to us, it is part of our carrying on explor- 
ation and development operations, and is part of the 
funds that are employed in our business. 

MR, STEWART: But assuming that it rep- 
resents your accumulated land acquisition costs -- it 
is simply suggested that it might be well, as I said, 
to take out from both sides of this, that is, from 
cash generated and from funds employed, these items 
relating to land. The one, royalties, and the other, 
land acquisition costs. And to take the percentage 
there to see what the result is, and it is a materially 
different result. No one would suggest that you should 
not have incurred land acquisition costs or that you 


Should not be paying royalties, but --- 
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MR, BUCHANAN: This item 46 is royalties? 

MR, STEWART: I have asked you to assume 
that. I am informed that it is. It is also a substantial 
amount. It amounts to something like one hundred and 
forty-five million dollars. 

MR, PEARCE: It would appear item 46 
would be too high to be royalties, Mr. Stewart. There 
is no reference to it in the explanations at the 
front, to the fact that it is royalties. 

MR, STEWART: It may be too high, and it 
may include items other than royalties. If it could 
be assumed for our present purposes it is basically 
that, have you any comment at this Stage on the suggeste 
conclusion that your depletion allowance is dissipated 
in the form of higher rents to landowners and does 
not result in a greater return to industry, and that 
depletion does not act as a spur to exploration but 
merely inflates the return to the landowner. 

MR, PEARCE: My personal feeling is that 
there could not be anywhere near that amount in 46, 
so therefore you are drawing your own conelusion. 

MR, STEWART: Suppose we said half of 
that was royalties, and therefore cash generated was 
a Smaller amount. If we exclude the amount from the 
funds employed, we would still increase your 6 per 
cent figure very materially. 

MR, PEARCE: Your revenue in that year, 
your profit companies' gross revenue were only 48.2 
million dollars, so I don't see where you could assume 


that even half of that amount, 24.6, was made up of 
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royalties. 

MR, BUCHANAN: The corresponding figure 
on that 24.6, when related back to land value, is 
it not ninety-eight million? 

MR, STEWART: Yes. 

MR, BUCHANAN: I thought you had referred 
to six hundred and eighty million? 

MR, STEWART: Ninety-eight million is 
in profit companies, and six hundred and eighty-two 
million is in loss companies. 

MR, BUCHANAN: I'm sorry. 

MR, STEWART: Well, what percentage would 
royalties normally be of gross revenue? 

MR, PEARCE: I would feel they would not 
have been up in that amount of 48.2 million. I assume 
this is revenue accruing to the producing companies, 
which would be after deduction of royalties. 

MR, STEWART: And the same would apply 
to the $274 million on the loss companies? 

MR, PEARCE: Correct. 

MR, STEWART: Probably what fraction of 
the $48 million or $274 million would royalties be? 

MR, PEARCE: It would be I would assume 
in 1960 about 10 per cent, 

MR, BUCHANAN: Between 10 and 11 per' 
cent, 

MR, PEARCE: But I don't think it would 
be included in that amount under expenses. 

MR, STEWART: Let me put it to you this 


way: I am afraid I can't be positive as to the amount 
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of royalties under Item 46. I was led to believe that 
the item was largely royalties, but let us assume that 
we reduce Item 46 quite substantially. There is a 
total of $135 million there; let us suppose we take 

$25 million out of the $135 million, which is less than 
10 per cent of the $48 million and the $274 million 
that you have in Item 27. This would still represent 

a substantial addition to cash generated, and if we -- 

MR, PEARCE: I don't think I can accept 
at this point that royalties would be included in 
Item 46, 

MR, STEWART: Well, where do you think 
they would be included? 

MR, PEARCE: I would think they are 
taken out before you arrive at the gross revenue figure 
up above of $274 million. I was under the impression 
that the revenue figure or sales figure as listed 
in volume 27 is net to the producer after royalties. 

IR. STEWART:: Let's forget about any 
adjustment of cash generated. Let's leave it the way 
it was. If we look at the other side of the equation -- 
I am not sure we should forget about it altogether 
because the reason I am putting it to you, whatever has 
been paid by way of royalties should perhaps go into 
cash generated. I do not want to give that one up. 

But let's forget about it. Let's assume your cash 
generated figure remains the same. 

If from funds employed we get a total 
of the two items in Line 8 which is $780 million, this 


results in a very substantial difference, and the rate 
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of return would be increased from 6 per cent, not to 
24.18 per cent which is the figure I gave earlier, but 
let us suppose it is simply increased to 10 per cent 
which is less than 100 per cent increase. 

What would you say to the proposition that 
I have put that has been suggested to me? JI will repeat 
it again so that it is quite clear what we are talking 
about. This suggests that the depletion allowance to 
oil and gas is dissipated in the form of higher rents 
to landowners, and does not result in a greater return 
to industry, hence depletion, net or gross, does not 
act aS a spur to exploration, but merely inflates the 
return to land, 

MR. PEARCE: All I think I can say on 
this point is that mathematically if you make the 
deduction you suggest in land, that it would increase 
your cash generated as a per cent, but I do not feel 
at this point I can accept that your reasoning behind 
it is correct. 

MR, STEWART: I will go on and give 
you another quotation from what has been put to me by 
one of the Commission staff. I quote again, "An 
interesting cProllary if the foregoing is accepted" -- 
you haven't accepted it yet -- "is that depletion 
allowances are in part a transfer payment from the 
Federal to the Provincial Treasury. In Alberta the 
Crown holds approximately 81 per cent of the mineral 
rights; in Saskatchewan it holds a somewhat lesser 
proportion ...", and then it goes on and deals with 
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British Columbia and Manitoba, but I do not need to 
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bother about that. 

It seems to me that somewhat the same 
point is being raised as we were discussing this 
morning in connection with the further deduction which 
was accorded last year under Section 83A. You remember 
we were discussing whether the fact that acquisition 
costs are now deductible under Section 83A may have 
had an effect on the amounts which people are prepared 
to bid on Crown sales. Now, here it is suggested that 
the effect of depletion, depletion allowance, may be 
Somewhat similar. In other words, the landowner 
is a substantial beneficiary of the tax preferences 
which éxist so far as your industry is concerned in 
Canada at the present time. 

MR, MITCHELL: Mr. Stewart, if I might 
comment on that one. There are probably three reasons 
why that comment might be reconsidered. First of adis 
the increase in prices paid to landowners in Alberta 
is, as was indicated earlier to-day, by no means es- 
tablished. One might assume that they would be on 
the upward trend, and that there may be some who would 
analyse any given set of bids and reach such conclusions 
To my mind the very other variables involved would 
have far greater impact than this tax consideration. 

Secondly,if one is talking in terms of 
allocation of revenue between Federal and Provincial 
Governments, there are substantial blocks of mineral 
rights now owned by the Federal Government and which 
have prospective value for exploration, so that there 


might be a self-adjusting factor already in progress 
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in normal exploration activity in this country. 

Thirdly, and this I understand developed 
while I was away unfortunately last week, but I hear 
tell that there is some idea in motion to perhaps re- 
allocate these revenues to take into consideration 
mineral resources revenue as between Federal and Prov- 
incial Governments. I have no personal knowledge of 
this, but I did hear some newspaper report to that 
etiacts 

These things I think are importantly in 
the background when considering the points that you 
mention, 

COMMISSIONER PERRY: I think this has 
been a pretty good discussion but it has not been 
going quite deep enough. One might even suggest that 
if it were not for the fairly liberal, and I use the 
word in its most impartial sense, treatment of the oil 
industry under the Federal laws, that Alberta may 
not have been able to institute this system of optioning 
at all. If there was a lower tax flow then this 
industry option process might have been applied, and 
your land costs might have been half of what they 
were to-day. You have to go this far I think to really 
consider the point that is being made. 

MR, MITCHELL: Well, certainly any sub- 
Stantial change in tax treatment of any industry will 
have its impact, and if there were substantially different 
tax procedures in existence for the oil industry, the 
oil industry in Alberta would be in a different position, 


I quite agree. 
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COMMISSIONER PERRY: The inference that 
is being drawn from the point that Mr. Stewart is 
making is that a further substantially different 
treatment may simply aggravate the result that the existing 
treatment has produced. In other words, the fairly 
high cost of land, assuming that the existing treatment 
has produced this result. 

MR, MITCHELL: I can only from my 
point repeat the arguments already presented, sir. 

This involves land held both Federally and Provincially 
ultimately and in fact to-day. I do not feel that 

this Association can place itself in the middle of, 

you might say, allocation problems between the two 
Governments, 

COMMISSIONER PERRY: No, I do not think 
this is anything more than an interesting line of 
Speculation. I think it does reveal the extent to which 
your net return is very likely reduced by the very 
large element that land plays in your funds employed, 
You need not go beyond that. 

MR, MITCHELL: You can hope the day will 
arrive when there will be substantial payments to the 
Federal Treasury as well. 

THE CHAIRMAN: Are you leaving csdepletion 
allowances, Mr. Stewart? 

MR, STEWART: I am about to deal, Mr. 
Chairman, with some American arguments which have been 
made against the depletion allowance in the United 
States. In that sense I am leaving depletion in Canada. 


THE CHAIRMAN: Before you leave depletion 
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in Canada, the point is made somewhere in here, and I 
cannot quite find it now that if we reverted to depletion 
based on gross it would place independents in a far 
different position with the integrated companies than 
they are now. Integrated companies now get some benefit 
by virtue of depletion on net. 

If depletion were computed having regard 
to the taxable income, that I would think would be 
the case, but as you pointed out this morning, it is 
computed having regard to production income. I would 
have thought production income is the same for an indep- 
endent as an integrated company; is that not true? 

MR, LARSEN: If I may answer, sir, I 
believe one of the basic differences is, let us say, 
the integrated oil company has a profit now and was 
always able to immediately use Section 83A deductions 
against any income of the company over the years. 
Therefore they have never been in a position to have 
the carry-forwards that influence our ability to 
take depletion, 

MR, STEWART: The problem is that in 
determining production income at thenmpment under the 
regulations you must deduct all your Section 83A 
expense so that you do not have any production income 
to deplete until you have had sufficient income to 
blot up all your Section 83A expenditure. 

THE CHAIRMAN: Is that not equally true 
of integrated companies? 

MR, STEWART: I take it that what these 


gentlemen would say -- certainly what has been said 
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in print -- is that an integrated company can utilize 
its refining and marketing income to blot up its 
Section 83A expense, Is that not the reasoning? 

MR, LARSEN: I think historically the 
average independent company started with no production, 
They had several years of exploration, and in many 
cases he achieved the same production, but he has that 
carry-forward of costs through those years when he had 
no production at all, and in many cases he still has. 

Now, going back to the company that was 
already a profit-making company at that time, he was 
absorbing those what you might call, to use the term 

"pre-production costs" against income from Stier 
Sources so he doesn't have a backlog to be recovered 
before he can take depletion. 

THE CHAIRMAN: I suppose a happy way to 
a6 it would be to restrict reduction of 83A expenses -- 

MR, STEWART: No witness has yet pro- 
posed that. 

MR. LARSEN: This is one thing that 
passed me by when we were discussing this Imperial Oil 
depletion, This is part of the answer I would like 
to pick up on that point. 

MR, STEWART: Do you want to enlarge 
on that point now? I put it to Imperial Oil when they 
were being examined here what would the effect of their 
proposal be on the company which had a large accumulatio 
of Section 83A expense. The answer, if I remember 
correctly, was simply that it would certainly not 


adversely affect them. They would continue to work off 
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that expense. 

MR, LARSEN: They would continue to work 
it off without effective percentage depletion, since 
we have not had other income to dispose of our earlier 
exploration costs. 

MR, STEWART: Your whole submission, 
gentlemen, it seems to me as regards depletion is 
based on the proposition that we referred to earlier 
that your industry or your part of the industry does 
need this type of depletion allowance as an incentive, 

I am very conscious of the fact that 
in the United States at the present time, and I 
think for some years, there has been a great deal of 
criticism of depletion allowances for the extractive 
industries as a whole, not just petroleum industries, 
and I would like to refer briefly now to the basis 
of the attack which has been made in the United States 
on this depletion allowance, and) ask you to indicate 
whether or not that basis of attack is relevent in 
Canada. 

Now, I am going to telescope this to 
Some extent, but part of the reason is this: in your 
industry the after-tax return at the present time is 
no better than normal, and this appears to be the case 
in Canada, and you have been inclined to say to us that 
the return is less than normal. Assuming that it was 
an average rate of return after tax, then as your 
industry is entitled to a depletion allowance, your pre- 
tax rgfurn must be lower than the average. That means 


that this particular tax preference - and this depletion 
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allowance is certainly a tax preference - is being 
granted to an industry whose pre-tax returns are 
abnormally low, and the question has been raised in 

the United States whether this is appropriate, or 
whether to grant tax concessions to an industry of this 
Sort does not involve -- and these are their words, 

not mine -- a misallocation of the resources of the 


country. What would you say as to that? 
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MR, MITCHELL: Mr. Stewart, the usefulness 
and scope of the o11 and gas industry in Canada, like 
that of the United States, is fairly well known to us 
all, Perhaps it is so well known that we tend at times 
to set aside the obvious and get on with the problem 
at hand. 

The oil and gas industry is the energy 
business, I think it is a fact that most of us will 
accept that a country with abundant energy is a country 
that has a rising standard of living for its people. 

If "misallocation of resources" in the 
United States is the term applied to the producer which 
has built a mighty oil industry of tremendous economic 
worth to that country, of tremendous importance to its 
employment and to its security, if "misallocation" is 
the proper word to use there I am happy to apply the 
same to the similar operation in Canada. 

I suggest it is not the right word. They 
are doing what is entirely reasonable and proper in 
the circumstances. They are encouraging a high rising 
industry to have a firm foundation and lead the economy 
of that country, through utilization of energy resources, 
to a very, very high standard of living. I suggest 
that standard is indeed very closely related to the 
energy supplied by oil and gas. 

MR, STEWART: I think that is a very 
strong statement Mr. Mitchell, if I may say so. 

COMMISSIONER PERRY: I would like to ask 
the representative of the industry how far you push 


this sort of thing? Would it be good for Canada if 
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everyone were employed in the oi1 industry and this 
were a very successful industry and we were enjoying a 
very high standard of living. Is there not some point 
where you stop, even with a good thing? 16 LC’ nov co 
the advantage of all to have a well balanced economy 
and a variety of things going on? 

THE CHAIRMAN: What was going through 
my mind was that tomorrow we are going to hear from 
The Canadian Welfare Council. They will point out that 
welfare measures in Canada provide a great deal for 
a higher standard of living than we would have if they 
did not have welfare measures. They are dependent upon 
taxes. 

MR, MITCHELL: Let me say immediately to 
both you gentlemen and the Commission I do not envy 
you your task in allocating the resources of the 
country among the very many great needs of the country. 

Our position here is to talk about 
the oil and gas industry. Perhaps by proximity and 
private participation we are indeed more greatly enamore 
with its importance than we should be. TI don't believe 
So at heart. I honestly believe, and I suggest anyone 
can examine it who cares to, that the energy resources 
of our country are certainly closely allied to the 
Standard of living. 

Now I would agree that all good things 
have to come to an end. I think that is an expression 
in fact somewhere, The Canadian industry I hope has 
not come to the end. I hope it has quite a way to 


go yet. It is saving this country a considerable amount 
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Now in exchange, 

I will avoid the temptation to get into 
this brief again. I think this brief certainly covered 
it quite adquately. We have been doing a lot for the 

country and it should do more. We think: it can take 
up $150 million in balance of payments without any 
great difficulty. There are those who say we have 
energy running out of our ears, to use the expression, 
because of the Athabaska Tar Sands. This is not true. 

We have reserve of probably 350 
billion barrels. We are using 10 billion barrels a 
year. We have quite a few year's gmipply but there is still 
considerable pressure on Canada and on the world, 

We look to the day that Canadian crude 
Will not only supply Canada but will be an important 
revenue generator for this country because of export 
importance, particularly across the line. 

I hope without too much of a monologue, 
sir, I have answered the question. I would be glad to 
answer more fully if I may. 

THE CHAIRMAN: I couldn't disagree 
with a word you said.. Our only problem is that every 
industry that comes before us feels just as confident 
of its role in the economy as you do; just as confident 
the tax system should be used to give them assistance 
in the national interest. There is no doubt of anyone's 
Sincerely on it. 

MR, MITCHELL: I imagine they all are 
quite sincere, I am perhaps trying to underline a 


point. It is more than just sincerity in the case of 
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the oil and gas industry. I suggest all of us might 


reflect on the value of energy to this economy. 
COMMISSIONER PERRY: Having heard the 
representatives of electrical energy yesterday they 
are just as firm as you are. 
MR, MITHCELL: We would like to see them 


encouraged too. 


8) ieee 


MR, MITCHELL: I can appreciate that 
too. 

MR, STEWART: Gentlemen, there are a 
good many points which have been made in this argument 
that is going on in the United States against the de- 
pletion allowance, I don't think I will attempt to 
catalogue them but I might refer to you, for what it is 
worth, a publication which I have mentioned on other 
occasions when I have been examining representatives 
of your industry. It is called the Federal Revenue 
System Facts and Problems 1961. It was prepared for 
the use of the joint Economic Committee, Congress of 
the United States. It was published by the United 
States Government Printing Office in Washington in 
1961. There is a chapter on taxation of income from 
natural resources which commences at page 89 and goes 
on to page 101] which deals with that particular subject 
and which sets out the pros and cons of depletion 
allowances and other features of the American system 
of taxing the extractive industries. 


If you should have occasion to look at 
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that and comment on its pertinence or lack of pertinence 
to the Canadian scene I think it would be helpful to 
the Commission, 

Rather than go through all the arguments 
which are made there I think I might mention that 
towards the end of that they deal with certain proposals 
for tax reductions and in substance I think these 
are some of the points they raise; first of all, that 
the deductions which the industry should be permitted 
to make should be confined to the amount of its expenditures 
with provision for fairly rapid write-off. 

They also suggest that the rate of 
percentage depletion should be reduced in the case of 
your industry from 27 4 @ to, I think, 15%. 

They suggest the present 50 per cent 
net income limitation should be reduced perhaps to 
25 per cent or 30 per cent, 

They suggest, I think quite seriously, 
that these tax preferences should be eliminated alto- 
gether and replaced by some form of subsidy 1so that 
it would be possible for the country to know exactly 
what assistance was being given to these extractive 
industries. 

Now this is a document which is before 
us on this Commission and it is in the face of that 
that you come and suggest not only is the present 
System we have in Canada inadequate but so far as de- 
pletion is concerned the basis should be changed very 
much to the advantage of the industry. 


Now I don't suppose really there is much 
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more to be said on this. You have set. out in your 
submission why you think that a higher allowance is re- 
quired. However, in the light of what little I have 
Just said you would like to enlarge on the situation 

I hope you will do so. 

MR, LARSEN: The only statement I have 
to make there would have to be in general terms. As 
long aS I have been associated with the oil industry 
there has been a continuous attack on the U.S. depletion 
rate by certain segments in the United States. It 
has come up for review on the Congress numerous times. 
The net result has still been no change. This may be 
a more serious attack on it but this has always been 
an attack and the 15 per cent rate has been mentioned 
before as a possible rate. Now I only say that this 
is no particular indication that there will be a 
rate change in the United States any more than there 
has been in the last ten years or more, 

MR, STEWART: I have seen it suggested 
that the change in regime in the United States which 
has just occurred may not have an adverse affect on 
the petroleum industry in this regard. 

MR, LARSEN: I think it would go without 
Saying. 

MR, MITCHELL: The fact it has withstood 
so many assaults is indicative of its usefulness. 

MR, STEWART: I think that is a suggestio 
worth considering. 

MR, LARSEN: This has been, I suppose, 


broadly our reasons. We feel the necessity for more 
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effective depletion in the States because we are 
Selling barrels of oil in direct competition with the 
persons producing on the 2734 per cent rate, 

MR, STEWART: Yes, I think this is a 
useful point. The Canadian industry is exporting sub- 
Stantial quantities and must export in a market governed 
by different rules. 

MR, LARSEN: And we must meet their 
price in effect, 

MR, STEWART: Now one of the points you 
have come back to from time to time in your brief is 
that you consider the present system works out to the 
advantage of the integrated company at the expense of 
the non-integrated company. 

I think that we have probably covered 
most of the material considerations there are in our 
talk to-day. Perhaps I could just mention what I 
think may be the material points and you can let me 
know whether I have stated them correctly. 

First of all, the integrated company 
can set off its section 83A expense against both prod- 
uction income and other income with the result that 
it can claim depletions earlier and may not lose as 
much depletionfor the tax purposes as the independent 

company may do, 

Secondiy, if it arranges its affairs 
accordingly the integrated company may be able to 
Set off its Section 83A expenses largely against non- 
production income. 


Which means that it gets the credit 
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against income which would otherwise be subject to a 
high rate of tax, and not against production income, 
which would be taxed on the 33-1/8 per cent. 

Thirdly, the large majority of the 
independent companies have never been able to take 
depletion for tax purposes to date. 

Then I had as a fourth point the question 
wnether Section 83A expense should be allowed only 
against production income. . 

Leaving aside the fourth point for the 
moment areny first three the basic points that you have 
in mind in this connection? 

MR. BUCHANAN: I would agree with it, 
not necessarily in the order you list them. 

MR, STEWART: The fourth point raised a 
few minutes ago by the Chairman, what do you say on 
this proposition that Section 83A expense should be 
deductible only from production income? 

THE CHAIRMAN: I might say that that 
thought came to me a little quickly. I had not considergad 
it at all fully. It makes good sense though. 

MR. MITCHELL: Generally, Mr. Stewart, 
we would favour equal treatment for all and no removal 
of the position which the integrated company now 
has. 

MR, STEWART: I heard the first part 
but not the second. You favour equal treatment for all? 

MR, MITCHELL: And certainly no removal 
of the position that the integrated company now has. 


MR. LARSEN: Other parts of our brief 
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have even suggested the availability of this deduction 


against other types of income than that now allowed to 
be reduced by 83A credits. 

MR, STEWART: In other words, you have 
suggested in this a company whose principal business 
is not in the petroleum field should be allowed to 
engage in exploration, et cetera, and apply that expense 
against income from all sources. 

Now one of the exercises is to induce 
Canadians to invest in the Canadian industry. I have 
one or two points I would like to put to you on that 
particular point. This was a point that was also 
raised in your other brief, I think. 

Now it has been suggested, I think in 
the United States, to permit the ordinary individual 
to deduct exploration and drilling expenditures from 
other income is likely to lead to unwise expenditure 
of funds. What is your feeling in that regard? 

MR, PEARCE: I would submit that we 
are interested in increasing the participation of 
Canadians in Canadian industry. We have indicated that 
there is going to be an increasing need for further 
reserves of crude oil and natural gas and therefore 
if the tax laws were such that other industries could 
deduct from taxable income their cost on oil ventures 
it probably would result in their joining forces 
with oil operators. In view of the fact that we are 
going to require additional reserves I don't think it 
would be a misallocation of capital or misuse of capital 


MR, HOTCHKISS: I think any potential 
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investor is going to look pretty hard who he is 

putting his money with. If you are getting into the 
area of squandering money I don't think it would be 

a serious problem. In the oil business it is a little 
hard to define what is waste. We drive lots of dry 
holes but all of them have contributed really to the 
progress of the industry. I don't personally feel that 
would be a real problem, 

MR, LARSEN: Insofar as I have ever 
had any relation to it the individual money in the 
States, or the non-oi1 money is in almost all cases 
going into the oil industry through established 
companies. Very often they are consultants who are 
experienced oi11 men. Now there may be some which have 
gone by other routes, but this is basically the method 
it has come to the industry. 

MR, STEWART: Now the Canadian private 
investor is apparently going to have a good many outlets 
for-his funds in the next few years. We are led to 
believe that he is going to be asked to acquire 25 
per cent in a great many Canadian companies. We are 
told in order to acquire that 25 per cent interest 
in existing companies alone he is going to have to 
find some two thousand to three thousand million dollars. 

Now if this change that you suggest 
is made in our depletion allowance would you really 
be optomistic that you could obtain from Canadian 
sources any real substantial portion of the capital 
which your particular industry is going to need in the 


next few years. 
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MR, HOTCHKISS: It is a very difficult thing 
to estimate, Not having any incentive to this point 
to seek out those funds, I don't see really how you 
could judge that, 

MR, STEWART: You feel at the moment, I 
take it, the likelihood of attracting a substantial in- 
vestment from this particular type of Canadian investor 
is not very great, perhaps, but that it would be materi- 
ally inmportant? 

MR, HOTCHKISS: I think it would be materiall 
important, and I think perhaps there would be a real 
opportunity there. We are not looking at the individual 

investor; we are also looking at companies other 
than oil companies. Perhaps they are far more important. 

MR, STEWART: You are thinking essentially 
of liquid investment? 

MR, HOTCHKISS: ans direct investment. That 
would be among them, 

COMMISSIONER PERRY: Perhaps it might help 
us all if we could hear a thumbnail sketch of the 
provisions. I have a vague idea what they are, but I 
am getting a bit rusty on the subject. 

MR, LARSEN: I think probably the key ones 
are relatively simple. The main one is thata U.S. 
taxpayer, corporate or otherwise, can deduct what we 
call drilling expenses here in Canada from taxable in- 
come from any source in determining his income tax 
nald. 

COMMISSIONER PERRY: Does he have to be in 


the position of a partner ina drilling venture or what 
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is the vehicle? 

MR, LARSEN: He has to have a proprietary 
interest. 

MR, HOTCHKISS: In the asset.. that he is 
developing. He has what we call a working interest 
in order to deduct whatever is his percentage of the 
cost, 

MR, LARSEN: He doesn't have to do it in 
the form of a partnership. He can do it directly as 
an individual. 

COMMISSIONER PERRY: But through an agreement 
of a specific kimwith a corporation? 

MR PCHOTCHR ISS 2) “Or “he can “do-it on “his “own, 
He can go and drill his well absolutely on his own, 
Most of them, through lack of experience in this 
business, chose to do it through someone more exper- 
Lenced ; 

COMMISSIONER PERRY: I was thinking of an 
industry where you have an established group of 
companies, and you are looking for new money at this 
time. It would be through a form of contract between 
an individual and a corporation which would give some 
sort of proprietary right in the oil that is found. 

MR, HOTCHKISS: It is an advantage usually 
to the investor company. In addition to broadening 
their participation, there is usually some further 
leverage involved in handling the funds. 

COMMISSIONER PERRY: What is the limit? 

I have some vague recollection of an amount of $100,000. 
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MR, HOTCHKISS: It is my experience it is 
without limit. 

THE CHAIRMAN: Lifetime total of $400,000.00, 

COMMISSIONER PERRY: Does this mean anything 
to any of you? 

MR, HOTCHKISS: I am quite sure that is 
not correct. 

THE CHAIRMAN: I think it may be mining 
rather than oil. 

COMMISSIONER PERRY: There must be something 
in it if we both heard it. 

MR. PEARCE: If I might comment further on 
an earlier question in connection with our field work 
associated with this study, we talked to a number of 
oil people out west, and they all indicated to us that 
as a result of their own investigation for funds, that 
they have indications eee is considerable 
interest in Canada on the part of individuals and 
other companies to invest in the oil industry if they 
had the opportunity. 

MR, STEWART: Thank you very much, 

COMMISSIONER PERRY: Just one further 
question, Under our system what rate of depletion would 
this particular form of income fail? Americans don't 
have the double rate. Would it be the corporate depletio 
rate or shareholder depletion rate that would apply 
in Canada? 

MR. HOTCHKISS: I think under the new Act 
it would be the corporate rate, 33-1/3 per cent of 


the net profits from oilincome. 
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MR, BUCHANAN: If he were directly particip- 
ating. If he were just a royalty holder then he would 
be classed as such and subject to 25 per cent. 

MR, HOTCHKISS: I think with the change 
in 1962 it was intended to give a more favourable at- 
mosphere for Canadian investors of this type. Before 
that of course you couldn't combine your income and 
expenses aS capital loss. 

Unfortunately with this restriction they 
can't use their costs, I feel it has more than taken 
away the advantage that was given, I don't think you 
are going to get people to put money in the oil business 
and take it out as ordinary income without being 
able to use your costs, 

THE CHAIRMAN: The man who is going to par- 
ticipate, who would draw a contract with the company 
and it would be agreed buat he would put into the 
company in some form other than stock I would assume, 
because he is not going to be taking down shares, if 
he puts certain monies up to be spent on drilling or 
exploration, at such time as they were spent I would 

guess he would get some kind of certificate of 
certificate or report he could use on his tax return, 

If there was success the contract would 
provide he would get a certain share of the results 
from this particular operation. Is that it? 

MR, HOTCHKISS: Yes, sir. It could take 
several forms. For example, he could go into it venture 
by venture. He could go in and join with a number 


of companies, or he might more likely have an arrangemen 
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with a company that he had knowledge of to perhaps 
participate to a certain extent in everything that that 
company did. 

MR, LARSEN: In which case maybe participatin 
as a menber of a joint venture, which I think is a 
common form, 

MR, HOTCHKISS: Yes. 

MR, LARSEN: Possibly the company being one 
of the ventures.. 

MR, HOTCHKISS: In Canada this has been 
common to see it through partnerships, associations, 
or syndicates, to come under Section 83A, That is still 
very common, 

COMMISSIONER PERRY: The arrangement between 
two corporations would be the same excepting you sub- 
stitute the corporation for the individual? 

MR, HOTCHKISS: Exa>tly. 

MR, STEWART: On your depletion system, 
the one that you propose, suppose a particular company 
ends up with a loss; suppose it is entitled ina 
particular year to $500,000.00 on depletion, but its 
income before that depletion is taken into account 
is, say, $400,000.00. I am not certain whether it 
is mathematically possibly or not, but if it is, then 
you have got in effect $100,000.00 of depletion allowanc 
which you have not been able to utilize in that year. 

I do not think you deal in your submission 
with the question of whether or not that $100,000.00 of 
unutilized depletion could be carried forward to another 


year. Is this a part of your proposal? 
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MR, BUCHANAN: Yes, I believe that is 
correct, Mr. Stewart. We were looking at this incentive 
allowance in effect being earned from the standpoint tha 
in applying it -- the calculation of it against gross 
income, he has got to have gross income in the first 
place to be entitied to any of that depletion allowance, 

If he is thrown into a tax loss position, 
I presume it is because of exploration costs, develop- 
ment costs that he has incurred. 

When you say a tax loss position, I 
assume you are referring to after application of 83A 
expense? 

MR, STEWART: S&3A expenses are deductible 
only to the extent that there is income. 

MR, BUCHANAN: Are you going beyond that 
into a true loss position and therefore limited to 
your five-year carry-forward?. 

MR, STEWART: I haven't really carried 
this through. I wondered if you expect to use de- 
pletion to create a loss which could be carried for- 
ward, 

MR, BUCHANAN: I don't believe it occurs 
necessarily. 

COMMISSIONER PERRY: Would it not 
on a gross basis? 

MR, BUCHANAN: Not a true tax loss. 

It certainly could as far as application of 83A 
expenses are concerned. 

MR, STEWART: Supposing we have a 


company that has, under Section 83A, carried forward 
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its production, and therefore it becomes entitled to 
25 per cent gross depletion. On the operation as 
a whole it has a loss. Do you suggest that the 
depletion allowance can increase the loss which can 
be carried forward, or produce a loss which can be 
carried forward? 

MR, BUCHANAN: Certainly if that were 
to occur, you are dealing with the exception I 
would think. I must say I don't think we have given 
consideration to that type of thing. 

MR, STEWART: Mr. Chairman, I think that 
is all I would like to ask, 

THE CHAIRMAN: ‘Thank you, Mr. Stewart. 
I do not think we have any questions. This has been 


a very interesting day for us. You have taught us, 
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d I speak for myself, @ good deal about your industry, 
and I am delighted te (eee more about your iniustry. 

T am pieamed that Mr. Stewart goaded 
Mr. Mitchell into a declaration as to the value of 
his industry. I might say we share his convictions. 

I have no hesitation in saying we 
all recognize the great work of the oil industry 
and the fact that energy does contribute to our 
living standards, and has certainly greatly improved 
our balance, 

This has all been a very excellent 
day indeed. I can assure you that we wiil continue 
to ponder this. AS you will understand, it is our job 
to try to decide first of all how the burden of tax- 


ation shall be spread over Canadian citizens, through 
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their business, and all kinds of ways, so as to do 
the least damage. That is all one can say. The most 
we can do for anybody is to recommend that there 

be no tax imposed. We can't recommend anything which 
will by itself turn night into day, but there are 
going to be areas where we must recommend that the 
burden of taxation should be lightened and shoulc be 
passed on to others, and we certainly propose to face 
up to that. 

We thank you very much for your attendance 
here to-day. It has been a great help to us. You 
have certainly improved our knowledge of this very 
important area, 

MR, MITCHELL: Mr. Chairman, I wonder 


coneluding statement very briefly 
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THE CHAIRMAN: By all means. 


MR, MITCHELL: My position here te-day 


athe, 


al) 


is certainly not one of a tax expert. Rather, as a 
businessman who represents a group of other oil 
_ businessmen, and there are two or three things that 
came out during the course of discussions which I 
Should appreciate a brief moment or two to comment on, 
It is not an attempt to review the 
prime feature of depletion or other aspects of the 
submission, This is not to detract from them in any 
way. We are looking hopefully for the quality of 
opportunity as businessmen between Canadian investors 


and non-Canadian investors, 


We have neither asked for nor have we 
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received tariff protection. We hope in the discussion 
to-day points have been brought out that there is in 
the oii business a need for substantial leave time 
between the investment and the realization of that in- 
vestment far greater than is customary for many oth 
investments. 

We have attempted also to bring out 
by virtue of Mr. Stewart's goading the importance 


of this industry on Canada. 
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We look hopefully for clarification of 


that now exist from a businessman's 


uncertainties 
to carry out business. Many of these are indicated 

in the supplemental submission, and we hope before too 
long there will be clarifications that permit us to 

proceed with reasonable assura as to the tax laws 

of the land. We do not have that feeling at the 

moment, 

We hope, too, that any tax changes would 
permit us economies in operation such as, for example, 
consolidation of non-arms-length companies. Finally, 
and perhaps this is more my personal view than an 
association one, although I suspect the two are the 
same, we look forward to the freeing of as many 
of these keen minds in Canada that have dedicated their 
full time and energy to working around the tax. laws; 
to free those minds to things that will be of much 
greater productive importance to Canada. We need these 
people. It seems to me there is a growing tencency 


for the need to increase and increase, and it is always 
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the best brains who are at work. 

Finally, sir, and to members of your 
Commission, it is a very great pleasure to have this 
opportunity to appear before you. Very sincerely we 
» and we appreciate seeing first-hand 
democracy in action as it is here, I thank you on behal 

of our association and all our representatives. 

THE CHAIRMAN: Thank you, Mr. Mitchell, 
and gentlemen, 

MR, STEWART: I think Mr. Vance and 
possibly other members of our staff would like to see 
if we could obtain on loan or otherwise some of the 
working papers that have been mentioned here to-day. 
I take it they can approach you or Mr. Buchanan or 
Mr. Pearce? 

MR, MITCHELL: We would be very pleased 
to co-operate in any manner whatsoever. 
MR, STEWART: Thank you, 


THE CHAIRMAN: We 


ta 


tand over until 9:30 


tomorrow morning. 
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---Upon Resuming at 9:30 A.M. 

THE CHAIRMAN: Mr, Secretary, I think we 
can commence, 

THE SECRETARY: Thaywk you, Mr, Chairman, 
Commissioners. This morning the first brief is being 
presented by the Canadian Museums Association. Dr. A. 
D. Tushingham, who is head of the Aryl and Arch aeology 
Divison of the Ontario Museum, President of the Assoc- 
iation, is here this morning with his colleagues. He 
will speak to the brief. 

Associated with Dr. Tushingham is Mr, 

W. J. Withrow, Director of the Art Gallery, Grange Park, 
Toronto, who is Chairman of the Taxation Committee of 
the Association, and Mr. Peter Watt, C.A., Tax Advisor, 
and Mr. Marvin Gelber, M.P. 

Mr. Chairman, I would like to enter this 

brief into the record as Exhibit 280. 
---EXHIBIT NO, 280: Brief presented by 
Canadian Museums Associatio 
SUBMISSION OF 


CANADIAN MUSEUMS ASSOCIATION 


Appearances: DR. A. D, TUSHINGHAM 
MR. W. J. WITHROW 
MR, PETER WATT, C.A. 


MR. MARVIN GELBER, M.P. 


THE CHAIRMAN: Thank you, Mr. Secretary. 
Good morning, Dr. Tushingham, and gentlemen. I am 
very pleased to see my member here. I am flattered and 


surprised. Greetings. Dr. Tushingham, we have read your 
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submission with a great deal of interest, I might say, 
and we will have questions to put to you concerning it. 
As you probably know, this problem does not come to 

us anew. We have heard from the Art Gallery Association 
I think that is the correct name. 

DR. TUSHINGHAM: Canadian Conference of the 
Arts. 

THE CHAIRMAN: Yes, it was the Canadian 
conterafice of the Arts. They raised the issue which 
you eee carried further in your submission, and it 
may be very helpful to us. Before we come to grips 
with it, have you anything you would like to put before 
us? You do not need to read the submission naw as 
we have already read it. Do not bother standing, 
unless you wish to do so. 

DR. TUSHINGHAM: I would like to make a‘brief 
statement. Mr. Chairman, and members of the Commission, 
I would like to point out first that the Canadian 
Museums Association was incorporated in 1947 for the 
purposes set forth in Item 1 of our brief. These 
purposes can be summarized by saying that the Associatio 
exists to promote the well-being of Canada's museums 
as important contributors to Canada's cultural and 
intellectual life. 

We have two classes of membership, individua 
and institutional. Our institutional members and our 
officers are appendix & in the brief. Both individual 
and institutional members share the same rights and 
privileges, voting and other privileges within the 


organization. 
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We have also attached as appendix Ba 

defininition of a museum which we hope, at our next 

annual meeting, will become one of our by-laws to replace 

the present definition of museum which is somewhat a 

rule of thumb. 

I, as President of the Association since 
last June, have appointed various committees to study 
certain problems, one of which is the Tax Committeesf which 
Mr. Withrow is Chairman, The other two members are 
Dr. V. B. Meen, the Head of the Earth Sciences Division 
of the Royal Ontario Museum, and Dr. Evan Turner, 
Director of the Montreal Museum of Fine Arts. 

As Mr. Bennett has pointed out, we have Mr. 
Watt with us to counsel us as necessary. With your 
permission, sir, I would like to ask Mr. Withrow to 
present the brief on behalf of the Association or answer 
questions you may wish to put to him, 

THE CHAIRMAN: Thank you indeed, Mr. Withrow 
do you have anything to say before we proceed with the 
questions? 

MR. WITHROW: I would like to say our 
brief is made briefer by the work of theCanadian Con- 
ference of the Arts to which you referred, so we will 
skip the preamble that might have been necessary. 

I would like to remind the Commission that 
Canada is rather unique in the situation regarding 
museum support. One thinks of the Federal systems of 
wide scope in the U.K., Fraflee, ana Italy, and we are 
much more like our colleagues to the south. We depend 


on support from the community. Unlike our American 
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colleagues who have certain advantages, tax restrictions 
which potential donors to Canadian museums face, I 

think might be changed. The Canadian Museum Association 
therefore is concerned with several problems related 

to both charitable donations and bequests to museums. 

We would like to emphasize the importance 
of making some changes so that, first of all, igportant 
collections, private collections now in Canada will not 
be lost to this country but will go to museums donated 
by private individuals to museums of their choice, 

Secondly, that Canadians may find it more 
attractive to give generously to Canadian museums, and 
thus, like their American counterparts, relieve the 
Government of responsibility which we feel would be 
very costly indeed, and which, without the activity 
of the private patron, the Government would surely have 
to shoulder. 

Our brief, as you know, contains four re- 
commendations only; three about income tax, and one 
about estate tax. I need not take up your time to even 
summarize this as it has been done in the brief. I would 
like to add one which we did consider and was not 
written in it, and at the same time I apologize for 
certain typographical errors in the brief because it 
was created in a hurry in order to meet the deadline. 

I was overseas at the time, and had one day to get 
it mimeographed. I apologize for that. 

The one thing that we might have added, 
and I think it was touched on by the Canadian Conference 


of the Arts Brief, the possibility that the present 1- year 


, | 7 
pdzatoo\ed qivesth asthaaa elit 


hatches , tifa tn e673), fade ee megaess snk ate of 


ie ane 


Buraker amicerg Losives détw destegn : 
4 > 
wruieeia of Ofeontged Dae: fie tS orrok oi 


) Ategore? wdt. ecivantiven «2 ens pfaee a _ 


- 


el 


Pi ee 
(hiw staat? at sno nepiioelges steviig , tolicel.o 


has eeOD “2 Oe ca be Od Lihitw gH VITALS eld oe Ieolued- : 


» 


_ = 


sitet qThett To cameeum of elovbivithl etavi«d.26.50 
ee 
: oe i. ya senders vede ,elbaoced * 


rT ihe atrawm’) vd elevetaieg evig 00 -eetironrgye, 


. + 


—~ 
~~ 


aceesarmee BealsoeA tied’ wok Bf uns ; 


» aoicw ytsildiassqees To aa 
, tiv ,dekdw bae ,beedal. yissoe ver : | 
cevinewD eff ,forsed sl evitg as %.) 7 tes 
intiveds 92 na 
+ 
Y , ae aee pot te tora sw = 8 
(23) “eat Spode sewed pylon bre ktabammnasy ‘te 
éva ed yc eS) Yon Deon X ued ofetae guodu' a 
fie = ‘wt #2 qteb oeed gal di an gint sattenene © ta 
tre wehiaeoo BIb ea dolce enh Bde ox )-salal ie 
“eipoleds T eas? cade oft do/bna ot at aettnew 


Of ehiaved telad ed at. anontye Lnotiqoranas ntatteb 

bes! Ligeti a62 hoe on sebt> @2 cored wal bedaete aay 
Joy of ah Rio bad hae yet? ott a! secerevo.mew 
| cpa. 10% sptyocogm I .tinsaongoant *y 
ibs ovat Bite mage —— pstluaing le ae 

spate ny! sake Pau it E, ba 


so wile 7 a Se wr 
~i treomey aed i J titdiaees “out on i 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 6270 


restriction on deductions be relaxed to permit spread 
of tax relief over several years. Perhaps we could 
discuss this as we get into the brief. I feel we 

are open for questions now. 

THE CHAIRMAN: Thank you indeed. We have 
section 27 (1) (a) which would seem to take care of 
gifts to recognized charitable institutions. I think 
you indicate that the law may well be good enough to 
take care of gifts in kind, but that it is not clear, 

Si I correct in that? 

MR. WITHROW:-.You are correct, sir. 

COMMISSIONER WALLS: I wonder if I could 
have a picture drawn as to the extent that museums are 
reliant on endowments such as libraries are under the 
Canadian Foundation? 

MR, WITHROW: The situation varies greatly 
across the country, and I can only speak really for those 
Art Museums that I know. We have no maintenance 
endowments whatsoever in Toronto, Each year we have 
to raise roughly 50 per cent of our operating budget. 
Our collection has been given to us completely from 
private sources either as gifts .» fn kind or money 
to buy. I think this is very common, In places the 
percentages are a little more or less, but those main- 
tenance and purchase funds have to be raised as they 
go along. 

THE CHAIRMAN: And* you obtasa Government: 
support; am I not right? 

MR. WITHROW : Yes, we do. The other 50 per 


cent of our operating budget comes from the Government 
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1 at three different levels in our case, but this does 

2 not look after our collection. 

3 COMMISSIONER PERRY: One other related quest- 
4 ion, and that is whether your museums as a group have 

5 any difficulty in obtaining certification as charitable 

6 organizations. 

ij MR. WITHROW: May I ask the President to 


8 answer that one? 


9 DR. TUSHINGHAM: I know of no case where 

10 this has happened, where there has been difficulty, 

11 except in the law in Ontario which provides I think 

12 now $600.00 to those municipalities which have local 

13 museums towards the salary of a curator. 

14 This can be given only where the museum 

15 is a municipal museum, and many of the smaller local 

16 museums began as an activity, say, of a Womens! Institute, 
17 something of this kind, and these have often been not 


18 too willing to give up control in order to get the 


19 $600.00. They feel once the town or village takes 
20 over the museum, thosé: who are interested, those who have 


21 kept the museum going for a generation or two, will 


22 be out, and the museum will die. This has been a 

23 problem, but as long as they are prepared to accept 

24 municipal status, they can get this grant. 

25 COMMISSIONER PERRY: This would be no handi- 
26 cap for income tax purposes. It might in fact be 

27 an advantage I suppose. I am sorry I did not make 

28 my question quite as clear as I should have. I was 

29 thinking only of eligibility as a charitable institution 


30 under the Income Tax Act. Are your museums as a group 
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recognized without question for this purpose? 

DR, TUSHINGHAM: Yes, we are, 

COMMISSIONER PERRY: There is no problem 
on that side then? 

DR. TUSHINGHAM: No, 

THE CHAIRMAN: I am going to Berens that 
one step further. There are one or two ireeea here that 
I would be curious as to whether or not they would 
be eligible. I see the Hiram Walker Historical Museum; 
the Glenbow Foundation, I have an idea that those 
are collections more or less developed by an individual 
or company, and they may or may not be shown publicly. 
I don't know whether they are. | 

DR. TUSHINGHAM: Yes, they are shown pub- 


I can answer for the Glenbow quite clearly. 


The Glenbow receives its money from the Harvey Foundation, 
which is a family foundation of Eric Harvey and his 
wife and children. As a foundation, presumably it is 
not taxable, but the collections which are purchased 
with this money are public collections and on view in 
several museums, one in Banff, one in Calgary -- two in 
Calgary ~-- or as travelling exhibits going out to some 
of the smaller museums around the province. 

In this case, with one museum at least 
in Calgary now, the frovince of Alberta is providing 
maintenance for the building and staff salaries, while 
the Glenbow Foundation provides the material, the object 
which go into the production, and expertise. 

THE CHAIRMAN: It would qualify as a 


charitable organization? 
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DR. TUSHINGHAM: Yes, I think so. 
COMMISSIONER MILNE: In looking at the list, 
I was wondering about this, but I do not imagine it 
is too important whether I know definitely: the 
Arts and Crafts Museum in Sasifitchewan is a Ukrainian 
Womens! Association. I think this is an ethnic group 
collection. Would this be something that would be 
considered in the light of a charitable group? 
DR. TUSHINGHAM: I am sorry, I cannot answer 
this specifically, but I think so, yes. 
MR. WATT: I might draw your attention, si, 
to the definition of museum which is in appendix B. 
As Dr. Tushingham has pointed out, this is not yet 
in the Association by-laws, but it is quite explicit 
in there that an institution, to qualify as such, 
must have its exhibits available and open to the 
public. There will undoubtedly be certain regulations 
as tothe minimum length of time that these can be 
exhibited, but I think the intention is that members 
of the Association do have their collections available 
for public viewing. 
COMMISSIONER PERRY: Is there a French 
area here where there are institutions whibh are 
somewhat like museums but they do not quite qualify? 
DR, TUSHINGHAM: Yes, sir, There are severa 
private museums in Canada. There is one perhaps 
which you know in Niagara Falls, Ontario, very near 
the bridge, which is a completely privately owned 
museum, operated forprofit. Such a museum does not 


qualify under our definition of a museum, and so that 
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museum is not a member of our Association and would 
not qualify under any of the tax reliefs that we are 
suggesting. 

COMMISSIONER WALLS: The word "non-profit" 
does not actually mean it is non-charge? 

DR. TUSHINGHAM: No, sir. 

THE CHAIRMAN: Why should Section 27 (1) 
(a) be extended to take care of gifts in kind? If it 
is good enough now, all we need is to start to use it. 
Is that not right? 

DR. TUSHINGHAM: Sir, the way it is 
now phrased, gifts in kim are not specifically allowed 
for, and it is necessary at present to change a gift 
in kind in some way into a gift of money, and this 
has been done for some years by an exchange of cheques 
which serves the purpose, but seems to be a rather 
rounj -about way of achieving the purposes which I 
think the Act was intended to cover. Therefore, we 
were asking the law be so rephrased that the gifts of 
objects be specifically permitted, and this of course 
requires the setting up of some evaluation machinery, 
some third party, to advise the Government on what 
evaluation should be put on the object for income 
tax relief. 

THE CHAIRMAN: Again I don't know why 
that should be spelled into the Act. I can understand 
that the Act might deny certain things which would 
otherwise follow, but so long as it does not prohibit 
gifts in kind, I don't know why people don't proceed 


with gifts in kind. Of course there is the matter 
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of being able to defer deduction over a number of 

years which you mention later on in here, I would have 
thought that the law is not particularly unsatisfactory. 
I have always been curious as to why people haven't 
made more of gifts in kind in this country. As you 
know, it is more common in the United States. 

MR. WATT: One of the principal reasons 
for that stems from a decision which was handed down 
a few years ago which implied quite explicitly that 
gifts in kind were not anticipated under the Act or 
were not deductible under the Act, The reference to 
amounts necessarily limiting donations to those made 
in cash or in money. 

While there is a certain amount of dis- 
agreement as to whether this is in fact the interpret- 
ation of the Act, I think that has served to cloud 
the issue somewhat; while it may well be that the Act, 
as it is presently worded, does allow for gifts in kind, 
because of what has happened in the past it may be 
advisable nmeéheless for some specific mention to be 
made of gifts in kind which would at least serve to 
clear this area of doubt. 

THE CHAIRMAN: .Where do we find that case? 
Is that the note at the bottom of Page 5? 

MR, WATT: No, sir, that note‘at the bottom 
of Page 5 is reference to one of the United States 
rulings in connection with the example that I have 
given there. We didn't refer to this particular case 
in our brief. 


THE CHAIRMAN: At your convenience you might 
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let us have it. 

MR. WATT: I would be glad to do that. 

COMMISSIONER PERRY: It is a case under the 
present Act, is it, Mr. Watt? 

MR. WATT: Yes. 

COMMISSIONER WALLS: I take it you are now 
suggesting that the Department of National Revenue 
should, with the agreement of the museums, pick certain 
people as official assessors? Is that not what you 
have said?. 

MR. WATT: I don't think we would necessaril 
intend that they be official assessors, but rather 
that they are a source of advice, 

COMMISSIONER WALLS: They would have to 
be approved assessors? 

MR. WATT: Yes, they would have to be 
acceptable, certainly. 

COMMISSIONER WALLS: Who would pay for the 
cost of the assessing in a case like this? Would it 
be the museum or the donor, or would you feel that 
the Department of National Revenue should pay for 
that? 

DR, TUSHINGHAM: If I may speak for the 
C.M.A., I would think that the museum which was reogivin 
the donation should probably make the arrangements 
for what payment is reqiired. 

THE CHAIRMAN: I think it goes without say 
the Government would not pay for it. It would have 
to be written into the Act, and it would never get 


there. 
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DR, TUSHINGHAM: I am quite sure, sir, that 
if, for instance, reputable dealers were involved in 
this, they would probably provide this service gratis. 

THE CHAIRMAN: Yes, I think you are probably 
right. There is a fair amount of this kind of appraisal 
done now on estate taxes, and what you are really 
suggesting could be extended to this purpose, but there 
is procedure developed for estate taxes. 

MR. WITHROW: One of the reasons that we 
have included the section on evaluation is that some 
of the objects are rather difficult to evaluate, 

My interest is particularly in art, and I was admonished 
by my colleagues in other museums to make sure whenever 
it mentions objects to make sure it is quite clear 

it included specimens. They might be geological or 
biological specimens and so on, and those things are 
very difficult to evaluate. 

DR. TUSHINGHAM: One of the problems we 
have faced at the Royal Ontario Museum is that the 
very breath of our collection means we receive objects 
for which there is no Fe nneasoee het Canada. No one 
will know the price of tusks and bronzes, or what have 
you, 

What it comes down to then, one of the 
interested parties, the museum, is in a position to put 
@ value on the objects, and this puts us in a very 
awkward position of having to ask that donor perhaps 
who may have a very good reason for believing the 
worth of the value is higher than we wish to put on® 


it. We are trying to get this problem out of our 
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hands too -- to have a third party. 

THE CHAIRMAN: When you say "we", you are 
speaking as an individual member of your Association, 
but if a charge were made on your Association to ever 
evaluate or tell the Department where the evaluation 
could be secured, that would not be unfair I would 
suggest. 

DR. TUSHINGHAM: Are you suggesting that 
the Association as such would recommend to the Govern- 
ment a proper evaluator in a certain case? 

THE CHAIRMAN: Either that or provide 
an evaluation. 

DR, TUSHINGHAM: I doubt with the set-up of 
our organization that could be done, We have no 
paid secretariat in the Association. 

THE CHAIRMAN: I dare say it would be 
difficult then. However, I do not tr ix that represents 
avery real difficulty. I would ha.e thought one 
could secure evaluations one way or another on virtually 
anything. 

Now, I am interested in your solution as 
to a gift with a reservation of its use during its 
lifetime, which I understand is quite a common practice 
elsewhere. I don't know whether in the United 
States they follow Par Cree 

What you suggest seems to me to be perfect- 
ly reasonable. If one reserves the use of it during 
his lifetime, one evaluation is discounted by its 
actuarially established lifetime at appropriate cost 


of money and the donor would secure a deduction from 
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1 the present value. That is what you have in mind? 


2 DR. TUSHINGHAM: Yes, sir. 
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DR. TUSHINGHAM: Yes, sir. This 
would also have an advantage for the Government or the 
museum involved. Quite frequently objeets appreciate 
Substantially in value and in the, say, 20 years 
between a man's gift of an object to the museum and his 
death that object could well inerease in value three 
or four times but he would be getting income tax relief 
on it at the time it was given, 

THE CHAIRMAN: At the lower value? 

DR. TUSHINGHAM: It would not be the 
deduction from government revenue that it would be 
normally. 

THE CHAIRMAN: Do works of art never 
depreciate? 

DR. TUSHINGHAM: Oh, yes, they do, sir. 
In today's market I eifek most of them appreciate. 

COMMISSIONER WALLS: The same would 
net apply to an exhibit in an aquarium? 

DR. TUSHINGHAM: Yes, sir. Even 
with aquaria some specimens become rare all the time 
and the cost of acquiring them goes up. 

COMMISSIONER WALLS: I meant that the 
one you already held would not appreciate in value? 

DR. TUSHINGHAM: By producing 
dividends! 

THE CHAIRMAN: Little dividends! 

At the top of page 6 you say: 

"A taxpayer who by formal deed made a charitable 
contribution of one-half interest in an art 


object, subject to his retention of custody during. 
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his life, is entitled to a deduction of the present 
value of the remaining interest transferred." 

I must say I don't fully understand how 
a donor would come to make a gift of half. What kind 
of a transaction is that? Could you deseribe it? 

MR. WATT: I think this particular 
example and the preceding one arevwexamples of two 
situations apparently ruled on in the United States 
Revenue. The Ruling Reference will indicate when, 

I think the basic principle involved in the U.S. ina 
lot of these cases is where a donor or a receptor, as 

the case may be, will retain some interest in the 
property. It requires that an interest in the title 
to the property must pass to the charitable institution. 

This particular situation that was outlined 
here is that one-half interest in the ownership of the 
property of the art objeet was transferred at the time 
to the charitable organization but the man retained 
the use of the object, the custody of it, throughout the 
remainder of his:life. 

Now the present value of the remaining 
interest transferred was, of course, half of the value 
of the objeet at the time of the gift, reduced by 
the appropriate factor, based as you suggested earlier 
on his life expectancy, and at an appropriate rate of 
‘interest for the use of money. 

THE CHAIRMAN: What has the "half" 
got to do with it? I don't understand why you are 
dividing it into two equal parts? 


MR. WATTS: The other half interest 
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is presumably bequeathed to somebody other than the 
charitable organization, 

THE CHAIRMAN: I think I would be 
glad to see this kind of transaction ruled out completely 
I don't think anybody would know where they stood at 
a ising 

DR. TUSHINGHAM: I don't think Mr. 
Watt has understood the situation as it really applies 
with museums, The half interest is of use to the 
museum and to the donor for immediate tax release 
and to the museum because they have a hold on an object 
if they did not have a half interest in it when the 
owner dies it is quite possible for some reason it 
would be swept away in the estate and sold off and 
So on. 

By having a half interest this is good 
for the museum, The other half interest that is 
still held by the donor will come to the museum at 
the owner's death as part of his estate that is 
normally retained. 

I think, sir, they have complicated 
the issue in the United States greatly by allowing 
the man to give an object to the museum on a 6-months 
out of the year basis. 

THE CHAIRMAN: I know they do that 
and I would have thought that is a very difficult thing 
to make a deduction for. I suppose one draws a 
contract with the museum and gives certain works of art 
on condition that he gets them back for half the year 


for the rest of his life time and then you deduct one 
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half of what you would deduct if you got them back for 
the entire time and had the full use of them, 

DR. TUSHINGHAM: Phat is right. 

MR. WATT: I think in any event the 
title to the objeet is passed to the institution with 
the reservation of some interest, being perhaps the use 
of the object for 6 months of the year for the remainder 
of his life, or that ef his wife, or something of that 
type. The title normally passes at the time of the 
gift with some reservation of interest. 

THE CHAIRMAN: I am quite sure it 
dees, I didn't know they made a deduction in the 
United States for the right to use the property during 
the life time. I had not heard that. 

DR. TUSHINGHAM: I think you can see 
the advantage to the museum. There are cases we know 
of of men who own art objects and who are quite prepared 


to give them to the museum if they stayed in their 


estate until death. Almost anything can happen if 
they remain in their possession until death. Almost 
anything can happen. A man could die suddenly of a 


heart attack and it would be discovered they would have 
to sell off the art collection to meet the estate tax. 
if the tax law makes it possible for 
him to transfer now to the museum some large interest 
in this and get a tax deductability for the whole thing 
now the museum's interest in this collection is protected. 
We have several very good cases of this 
where we are afraid it will be necessary to gell the 


collection. That normally means selling it the other 
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side of the border. We have a hundred years or more of 
experience of Canadian collections being broken up 

and being sold out of the country because our tax 
structure and other reasons have not made it easy to 
transfer the collection te a museum in Canada, 

THE CHAIRMAN: I am curious why the 
law will not permit you to do that. I am interested 
in seeing the particular case to which seu refer. 

I am surprised people have tried to use it for this 
purpose. 

DR. TUSHINGHAM: If the law could 
be elarified, for instance if the value of the collection 
ig worth a hundred thousand dollars, so that the amount 
could be deducted over a period of years instead of in 
the one year. The law states "Gifts made by the 
taxpayer in the year." 

THE CHAIRMAN: I think you are 
producing quite a complicated factor in requesting 
the right to spread gifts. If that right were given 
it would have to be clearly defined and properly 
restricted. It would not only be gifts in kind but 
monies also. That has been tried before in requests 
to the government over the years and successfully 
resisted by the government as gomething which requires 
a description. It is very hard to draw a description 
for this. 

I don't see how the law can permit 
averaging without carefully defining howit is to be 
done. It can, of course, be arranged possibly by 


a sale and then a gift back of the debt which is 
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ineurred by the sale. I don't see how that could 
be stopped. 

MR. WATT: I think this is why the 
Conference of the Arts suggested the life time 
cumulative deduction which would be in addition to the 
specified annual deduction allowed to the taxpayer. 
fhis is a prineiple that is not entirely new in Canada. 

We have the ten thousand dollars once- 
in-a-lifetime gift of interest in real property to a 
Spouse or interest in farm property to a child. 

That is the once-in-a-lifetime illustration. 

Perhaps an example could be the gift 
tax provisions in the United States where there is a 
certain minimum annual individual tax exemption 
provided and in addition to that there is also a 
cumulative. I believe there is a thirty thousand 
dollar exemption which an individual can use up over 
his life as he sees fit, taking such part of it as 
may be necessary in any one or more years when he makes 
gifts in excess of the gift tax exemption. 

I think that is a principle that may 
go some way towards allowing the spreading of gifts 
but it does provide a mechanism whereby the total 
amount can be contrelled by the revenue. 


THE CHAIRMAN: Shall we move on 


to seetion 11: Limitation on deductions for 
charitable donations? You would like the minimum 
raised from 10% to 20%. I don't think we have 


seen very good evidenee to support an inerease from 


10% to 20%. I think it is true some people give 
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away more than 10% of their ineome but I suggest those 
gifts are not out of ineome they are out of capital. 

I am not sure in order to accommodate those people that 
one should raige the 10%. 

I am very doubtful whether there are 
many people in this country giving away more than 10% 
of their ineome before taxes regularly. 

“MR. WITHROWs We are aware the cases 
are few but the few eases are very crucial for the 
museums . There is a Bill going through in the States 
right now which contains a provision whereby the museums 
will be eclassed as educational institutions and therefore 
will come under the 30% allowable... I can see your 
point from the revenue side but from the museum's side 
this is a hardship compared to the American museums 
which receive very large gifts. 

THE CHAIRMAN; When we don't tax 
capital gains in Canada it would seem unfair to allow 
people who make money out of capital gains to go back 
and seeure a deduction from taxable income. 

MR, WITHROWs I see your logic very 
clearly but from our point of view it doesn't help. 

COMMISSIONER WALLS: Especially when 
we have not begun to exploit the "up to 10%" of either 
corporation. or personal income tax. In other words, 
there are many, many people who could donate a good 
deal more to charitable donations. ‘We haven't begun t 
exploit the field that is already tax free. 

MR,’ WITHROWs I realize the pereentage 


of people paying enough to come near that is very small. 
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These are the very people who support the arts, the 
people who are paying above their 10%. 

THE CHAIRMAN: I suppose the fact 
that the 10% deduction is being abused in certain 
quarters is not a very good reason for restricting it 
to 10%. The right answer should be that we should 
police the abuse rather than do this. 

I think until the abuse is cured the 
custodians of our postal tenes be most reluctant to 
make further concessions. I think if one looks at the 
national statistics, the national taxation statistics, 
the reason is pretty obvious. 

MR. WATT: I think I might make two 
points, sir. One is the fact that the present 
limitations do not appear, as far as can be ascertained 
from the statistics, to be reached over all. I think 
the p oint that was made by Mr. Withrow that a few 
taxpayers may well be using up their limit, and perhaps 
exceeding it, is quite easily understood when one 
appreciates the facet that one art object may have a 
value considerably in excess of the limit in one 
particular year. This, of course, may go along way 
towards the potential donor not making a gift of that 
art object if he is only going to be allowed to deduct 
that part of its value up to 10% of his income. 

I think this is a problem where income 
may be of a fairly level amount whereas the value of 
the donations to be given may vary eonsiderably. 
Sometimes cash amounts given in one year would be well 


within the limit but one or two art objects given in 
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another year could well exeeed the limit. This 
results in a eertain amount of inflexibility; I°think. 

The other point which may be commented 
on may.be a little inappropriate in these circumstances, 
I think it warrants mentioning. As has been pointed 
out it has been not unusual for valuable art objects 
in Canada to have to be sold out of the country for various 
reasons, Furthermore, there ig quite a lot of 
activity on the partof the government in the supporting 
of cultural pursuits and intellectual activities in 
the country. 

fhe effect of raising this limit from 
10% to 20%, if it results in any inerease in donations, 
apart from those few individuals who would be ina 
position to make use of that limit, it may work out to be 
a rather cheap way on the part of the Government in 
Supporting the accumulation of cultural objects which 
otherwise the Government may have to buy back or 
contribute 100% of the value through the form of grants 
of one kind or another. 

THE CHAIRMAN: You may be quite right. 
Perhaps that is the best way of achieving this result. 
If I spoke of abuses a minute age all I meant was it is 
alleged before this Commission there are abuses. I 
don't know whether there are or not. It could be a 
very exaggerated statement. 

I just think there are a few people who 
would be able to take any benefit whatsoever of an 
increase beyond the 10%. Theremay be a few, 


MR, WATT: Which would inecidate the eost 
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to the revenue may be fairly small by the very fact 
that economically not very many people would be able 

to take advantage of this. It would allow the 
flexibility which may be needed in a situation of this 
kind where extremely valuable objects can only be given 
once after all and at the time they are given the 
limitation as to percentage of income may be well below 
the value of the object. 

I might add that the preceeding section 
of the brief which discussed the ability of the taxpayer 
to give interests in art objects may to some extent 
overcome this factor of inflexibility. Instead of 
him having to give the objeet entirely, and not be 
able to retain any interest in it, he could not reduce 
the value of his gift if he wants tomake a donation of 
an object. Were he able to retain some interest it 
would be valued and deducted from the value of the 
object in arriving at the amount of the charitable 
donation. This may be some way to avoid the in- 
flexibility I referred to. 

DR. TUSHINGHAM: I think that the 
most important donors or supporters of the museums are 
not the very wealthy in Canada nor the corporations. 
hey are the medium welathy people whohave in that 10% 
deductability quite a definite low level of deduct- 
ability. We have in Toronto certain people I could 
name, three or four who have their diffieulties at the 
end of each year keeping their donations within the 10%. 
They have far more they eant to give us but at present 


it is not feasible. 
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If, for instance, 20% were allowed 
we would get from them, I am quite sure, 20%. I 
admit there would be perhaps no more than one hundred 
such people in Canada but these one hundred people are 
the backbone, the absolutely necessary support of the 
nuseum and art gallery movement in Canada so we want 
to eneourage them, 

THE CHAIRMAN: What occurs to me 
is perhaps a desirable solution of that, to previde a 
geparate category for donations for the purpose of 
education and for museums and art galleries. Now 
perhaps that should be extended beyond that. to libraries 

DR. TUSHINGHAM: Yes, that sounds 
like a possible solution. 

MR. WITHROW: This is the practice 
in the States where museums have been ealled very 
recently educational institutions and they receive the 
Same benefit as universities which once again is 30%. 

THE CHAIRMAN: It may be possible to 
reduce the other categories if one put those things 
eut. of it. I don't know. I will have to consider i 

COMMISSIONER MILNE: I am not 
absolutely certain, Mr. Chairman, why the 20% figure 
wae chosa@m here, Do you think there are not too 
many people involved? i am not absolutely certain 
from what you have said if you think there are not too 
many peeple who could go beyond that 20% or do you 
think this is the best percentage place to stop? 

MR. WATT: The brief does say "at 


least 20%." It is rather difficult to decide where a 
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line should be drawn there. 

MR. WITHROW: We were thinking of 20% 
beeause museums in the States were at 20% when we began 
to think about this. 

| THE CHAIRMAN: It seems like a nice 

reund figure. 

| DR. TUSHINGHAM: Museums in the States 
are now going to 30% if the new tax law is passed. uf 
you are involved in this at present it may be considered 
unnecessary to set an upper limit of tax deductability 
for cultural institutions if this special category was 
created. 

THE CHAIRMAN: I would be inclined to 
think we might have instances of great philanthropists 
who would give huge sums of money to education and if 
there were no limit on the amount they could give away 
by virtue of their donations they would pay no taxes 
for the rest of their lives unless they gratuitously 
wished to do so. 

DR, TUSHINGHAM: Would this not be 
an advantage to the Government if the Government does not 
have te in turn subsidize the museums and art galleries 
directly? 

THE CHAIRMAN: It might be an advantage 
to the Government. On the other hand it might provide 
very poor social justice and the Government is not only 
coneerned about getting money but spreading the money 
among the citizens, taking away and giving it to them. 
This might upset the balance rather badly. 
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educational institution they are giving it to the people, 
allowing it to go to the people. 

COMMSTIONER PERRY; Could you tell us 
how in practice the differential allowance works in the 
United States? I assume that most of the people 
giving the 10% are not giving it all to museums but this 
ig a mixture of Cq®hations of all sorts and if one wants 
te go beyond that it might be a mixture of donations that 
would take them beyond that. 

DR. TUSHINGHAM: This is a question 
in the nature of the case that we cannot answer. With 
most donorg in this position we don't know their annual 
income or what other charitable donations they make. 

We know when it comes to donations for art galleries 
they have a certain amount which they can give to us 
in that year. 

COMMISSIONER PERRY: We will have to 
have seme details on the American thing before we can 
consider it very well. 


THE CHAIRMAN: I think you have made 


your point very clear to us. I fully understand what 
you have put before us. Certainly I am sure we are 
all sympathetic to your proposal. Whether this is 


the best way of achieving what you seek to achieve I don! 
know. I can assure you we will continue to consider 
it seriously. 

It might be though that you could find a 
faster cure by persuading my Member to sponsor a 
private Bill. Of course he may not get elected in his 


next time around!, 
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MR. GELBER: Your private Member 
cannot sponsor a Bill that effects the Exchequer. 

THE CHAIRMAN: I don't know that 
much about it. Thank you very much indeed, 


gentlemen, We will break off for ten minutes. 
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---On Resuming 

THE CHAIRMAN: Mr, Alexandor, we have a 
submission from the Canadian Association of Social 
Workers. You are not speaking for them? 

MR. ALEXANDOR: No, Mr. Chairman, 

THE CHAIRMAN: They refer to your submission, 

MR, ALEXANDOR: I think as an organization 
they have seen our submission, but I don't think we have 
seen theirs. 

THE CHAIRMAN: We have read what you have 
put before us with considerable interest. Before we 
get to it, we must enter it into the record. Mr. Sec- 
retary, would you proceed? 

THE SECRETARY: Mr, Chairman, I am sure you 
are quite familiar with the people who are here to 
present this brief this morning. Mr. Alexandor will 
say a few words in opening remarks, and introduce 
his colleagues. I wish to enter the brief into the recor 
as Exhibit 281. | 


-~--EXHIBIT NO, 28i: Brief of the Canadian Welfare 
Council. 


SUBMISSION OF 
CANADIAN WELFARE COUNCIL 
Appearances: MR. B. M, ALEXANDOR, Q.C. 
MR, REUBEN C, BAETZ 
bR. GEORGE M, HOUGHAM 
MR, BERNARD LALANDE 
MR. HENRY STUBBINS 


THE CHAIRMAN: Thank you, Mr. Secretary. We 
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don't need to read this. We have all been through it. 
We ere ene to conduct these sessions as informally as 
possible consistent with keeping the record clear, 
Stand or not as you please. We will have peporay ae to 
put to you, but before we do so, Mr, Alexandor, would 
you like to say anything? 

MR. ALEXANDOR: Just;briefly, Mr. Chairman, 
and members of the Commission,:first of all to express 
regrets of three people whose names wereput down as part 
of our delegation who are not here: Professor Morgan, 
Mr, Lemay and Mr, Anderson unfortunately found it 
impossible fairly close to the last minutes to be able 
to come, 

On my right is Mr. Henry Stubbins, Chairman 
of the Committee that is Feferred to in the introductory 
part of our statement. On my left, Dr. George Hougham, 
formerly Research Bibsetey of Canadian Welfare Council, 
and next to him, Reuben C. Baetz, Executive Director, 
Canadian Welfare Council; Mr, Bernard Lalande, Director 
of Public Relations for the Welfare Council. 

I have nothing to say as introductory re- 
marks, You are familiar with our organization, I think 
perhaps the introductory statement on the first page 
snaneaiee to the other members of fnerCommiasion what 
the Canadian Welfare Council stands for, I take it 
you do not want the recommendations read. There is a 
summary of them at the beginning. They occupy about 
seven or eight pages. 

THE CHAIRMAN: No, it is not necessary. 


MR, ALEXANDOR: If that is so, I think we, 
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and when I say "we" I mean the technical experts that 
surround me, are prepared to answer the questions, I 
hope, that you will ask. 

THE CHAIRMAN: Before we get to the taxation 
aspects, do any of you wish to put questions with regard 
to the organization and nature of the Canadian Welfare 
Council, 

COMMISSIONER MILNE: In this respect I 
certainly know that your Council has a very wide member- 
Ship. It is expressed in your initial sentence how 
wide is the group of persons in the country who feel a 
tremendous interest in the work which the Council does. 
Rebates con really relates to the paragraph in which 
you state that you are indebtedfito a number of individual 
members and local groups who contributed to the invitatio 
to study the draft, and I was wondering how wide through 
your membership was the draft circulated, 

MR. STUBBINS: We did two or three drafts 
which circulated widely by mail across the country at 
different stages of preparation, and comments were sent 
back by various individuals and organizations, welfare 
councils and other direct service agencies and people. 

Our Secretary, Dr. Hougham himself, took 
a tour across the country from Montreal to the West 
Coast, and actually personally met with several of our 
groups in many of the larger cities across Canada, and 
was able to get direct oral reactions to the brief, so 
that all these things were incorporated and were re- 
viewed by the Committee which met perhaps seven or 


eight times in the course of a year. 
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COMMISSIONER MILNE: Actually the draft of 
your submission has really had wide circulation throughou 
the country? 

MR, STUBBINS: Yes, 

THE CHAIRMAN: Now, you have prepared this in 
a form which summarizes your recommendations in the 
beginning, and then deals with them in more detail comm- 
encing on Page 12. I would have thought, therefore, 
that we could skip the summary and go to the main 
body. Some of us have underlined the summary, and have 
made notes on it, so we can keep our eyes on both, 

I think we can now move to Page 12. I am 
pleased to see that you make the point right off the 
bat that social welfare-programmes and social services 
both are an essential part and partner in the modern 
economy, and that is irrespective of whether the economy 
is working well or is not working well. 

COMMISSIONER PERRY: I think most of these 
comments are put in such a way that they are hardly 
arguable, but I was wondering whether anybody in the 
delegation would care to pass judgment on the recent 
performance of fiscal policy in Canada in relation to 
these objectives, Perhaps "recent" is the wrong word. 
"Recent" going back perhaps a year. 

THE CHAIRMAN: Not necessarily commenting 
on the last budget. 

COMMISSIONER PERRY: Nor current events. 

DR, HOUGHAM: I would make one comment in 
relation to Mr, Perry's “question, not in the way of 


a general comment, but I think somewhere in the document 
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and I cannot recall exactly where we referred to it. 
Perhaps it is right in this section that our unemployment 
insurance programme is used as an example. If there 

is a particularly heavy burden in retent years because 

of the failure of the economy, whether through the 

action of Government or whatever to maintain a sufficiently 
high level of employment. We see a direct relationship 
between fiscal and other aspects of public policy and 

the operation, if you like, of the economy as a whole 

and social welfare programmes and social services. 

COMMISSIONER WALLS: In dealing with that 
on Page 14 you say "unless Canada's tax and social 
systems are developed and administered in a balanced 
fashion, it is quite possible for policy in one of the 
two fields to conflict with, and even to defeat, 
policy in the other." 

If a form of social security is out of hand 
to the extent that the plan in force becomes actuarially 
unsound, should a taxation formula be expected to 
correct such a situation? You deal with unemployment 
insurance, and that is what happened with the unemployment 
insurance fund; it became actuarially unsound, 

Does the correction lie with taxation, or 
does the correction lie in recreating the fund, it 
being actuarially unsound. 

DR, HOUGHAM: I think it lies in part, Mr. 
Chairman, with fiscal policy, or at least it has an 
impact on fiscal policy because none of the effects 
surely of the high level of unemployment, and therefore, 


particularly heavy burden on the unemployment insurance 
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system, has bégn an increase in the number of people who 
are no longer covered by unemployment insurance, There- 
fore, they have become a public charge through public 
assistance, which as senaneed directly through the tax 
system, “e 

COMMISSIONER WALLS: But it was not ynemploy 
ment that created the problem with the snaemenaaan 
insurance fund, It was an extension of the benefits 
beyond where it was originally created and actuarially 
set for, plus the fact it then included another class- 
ification who had not been in that fund before. Had 
the fund been left actuarially sound it would have taken 
care of the unemployment situation, would it not? 

MR. STUBBINS: Wasn't one of the problems 
that the unemployment insurance fund was used for other 
purposes because there were no provisions to cover 
these other risks? We might have had a healthier bal- 
ance in the fund if there had been other social 
welfares. I am thinking of maternity benefits. 

It has been used for different typés of 
seasonal unemployment. It has been used to eee more 
than just temporary unemployment which was originally 
envisaged, | 

COMMISSIONER WALLS: Shouldn't the rate 
have been increased? We run into the question then of 
whether it becomes an insurance fund or welfare prop- 
osition, and we had better admit which one it is, hadn't 
we? If it is going to be welfare, then I agree the 
state must by taxation step in, but if we aregoing to 


call it an insurance fund and to any extent make it self 
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sufficient, it should be actuarially sound. If you take 
on additional bodies that are not covered, then you 
should increase your rate to cover it. 

DR. HOUGHAM: I think we would agree with 
this one limitation, and that is depending on what you 
mean by "actuarially sound" because as we pointed out 
somewhere in the submission, in some of these programmes 
of: which unemployment insurance is an example, you 
have some internal subsidy within the system. It is 
not operating on an actuarially sound basis in theou:. 
sense that private or commercial insurance operations 
are required. As long as you have some internal subsidy 
operating ” the programme is almost by definition 
quite simply an insurance programme. It also has 
social welfare objectives. 

It séems to me, speaking broadly, .. 
it then becomes a question of how much you want to 
incorporate into the programme the social welfare 
objective. To go back to your original questions, 
the Council's position broadly would be that in any 
programme such as unemployment insurance you are going 
to run into real problems if you try to introduce too 
much of this social welfare component, and I think 
the unemployment insurance programme is an illustration 
of this. 

COMMISSIONER PERRY: Just in a very general 
way I suppose even a fiscal policy which produced the 
ultimate desirable rate of growth,=:the ultimate in 
full employment, would still leave a great residual 


of problems in the social welfare field. In other words, 
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you are not exclusively concerned with having people 
fully employed? 

DR, HOUGHAM: No, indeed, I think this is 
the point we were trying to make in No. 2, which begins 
on Page 12 and goes on to Page 13. Even with what 
everyone calls full employment, there is a continuing 
role for social security measures, public and voluntary. 
It is in the nature of a dynamic society to require 
these services even if you have a healthy economy. 

COMMISSIONER PERRY: Another way to get at 
my original question would be to ask whether in recent 
years you think too much has been expected of the 
social welfare apparatus. 

MR, STUBBINS: Insofar as people would expect 
it to take care of problems resulting from large-scale 
unemployment, then I suppose the answer is yes, too 
much is expected, because social welfare cannot possibly 
compensate for lack of employment on a large scale. 

There are things that go beyond social 
welfare; housing, school drop-outs and things of that 
sort. These are things that affect other segments of 
the country than social welfare. 

THE CHAIRMAN: One of the most unpopular 
aspects of the welfare programme has been the transferri 
of funds to people who are not in need, to which you 
refer on Page 15. You say "the real objective of the 
programme is to encourage a higher level of consumer 
spending by redistributing purchasing power rather 
than to meet a welfare need." | 


That is something that gets into our welfare 
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programmes, and over the years I have wondered whether 
it is well placed there; whether in fact our welfare 
programmes were designed to accomplish this or whether 
brought in without design, 

Do you think the people who planned our 
so¢ial security intended really in doing so to transfer 
funds from some of our citizens to other citizens who 
are not in need? 

DR. HOUGHAM: Well, Mr. Chairman, I think 
you would have to deal with this in terms of the specific 
programme, An example I would like to use would be 
family allowance, If you go back to the original history 
of family allowances, it would seem to me there was 
no question at the time the programme was introduced 
it was certainly as much with an economic intent as it 
was welfare intent. 

That programme came in around the end of 
the War when the great concern was that there would 
be a slump after the War, and there was a variety of 
policies being developed to try and counteract this; 
to provide an increase in consumer purchasing power. 

It was only in part a welfare programme that was en- 
visaged at the time the programme was introduced, 

THE CHAIRMAN: That surprises me indeed, [I 
remember this being accepted by the Canadian public 
as a means of getting milk to growing children, and 
I am surprised to hear it was largely put into effect fo 
economic reasons. 

DR, HOUGHAM: It was my impression that 


was at least one of the objectives. 
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MR. STUBBINS: It is hard to measure 
reasons in this thing, but I think our point or criticism 
was to the effect is it a social security expenditure 
in this country or economic expenditure? They are 
not: entirely 100 per cent social welfare, and these 
other motivations do enter into the framework of the 
legislation. 

THE CHAIRMAN: In trying to find out the 
purposes of this Legh dantdieay I thought they perhaps 
served an economic purpose, but that was incidental 
only; they were designed for a social purpose, and the 
economic purpose came in, but Dr. Hougham was quite per- 
suaded in this regard it was for economic purposes, 

COMMISSIONER PERRY: I can assure you 
the people who designed this programme were economists. 

' I would also refer to a very violent editorial in the 
Economist some years ago in which it was insisted 
that economists are interested in human welfare, which 
seems to be forgotten sometimes. 

MR. BAETZ: Isn't it true, particularly 
in recent years -- and I first ran into this in 
undeveloped countries where there is growing recognition 
of social development, where do you draw the line 
between social development and economic development? 

To invest monies in schools, hospitals, 
public health programmes, it is economic development 
as well as social development. I think this is some- 
thing we sometimes tend to forget. We think that money 
directed to social welfare programmes is so much money 


down the drain when in effect this is also part of 
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our economic -- if you want to use that term -- economic 
development. Measures to reduce the rate of Juvenile 
delinquency, measures to cut down school drop-outs 
might be termed social welfare measures, and might be 
considered by some people as money down the drain, 

as I said before, but in effect this is all part and 
parcel of the economic development of the country. 

THEE CHAIRMAN: Isn't it time the sociglogist 
started to point out that the great economic advantage 
of welfare programmes I think is lost sight of? In fact, 
to carry on with what you are saying, businessmen dist 
cussing welfare speak about it most callously as a burden 
they have to bear, 

It seems to me if programmes were brought 
into effect partly for the economic benefits of the 
programme, and I suspect they were, that has very seldom 
been explained, and I am rather surprised with Dr. 
Hougham's reply, but I suspect it is correct. With 
regard to old age security, transfer of payments there 
of the same kind we spoke of before, were they put before 
us as having been an economic benefit at the time? I 


have forgotten if they were. 
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MR. HOUGHAM: I think one of the 
problems is that the economists, as Mr. Perry has 
Suggested, may be quite sensitive to the aspects of 
the program. They don't lend themselves to the 
traditional tools of economic analysis. Input and 
output is a statistical measurement of investment, if 
you like, that you get in the private enterprise sector 
of the economy, It is difficult to measure the 
benefits. 

There has been some effort in recent 
years in education to figure out what the economic 
return is of an investment in an individual university 
education, This kind of thing is very diffieult to do 

THE CHAIRMAN: The stability benefits 
of welfare payments can be measured, I assume. 

COMMISSIONER PERRY: Our staff are 
trying to do this, It is very difficult, Mr. Chairman. 
If you assume that the great bulk of the tax revenues 
comes from people who would be ordinarily spending most 
of their income anyway then you are ehanging the form 
of expenditure perhaps through this operation, 

MR, HOUGHAM: I think this is not a 
very important point. One gets the general impression 
from looking at tax statisties, leaving aside the 
corporate tax and personal income tax factor, that a lot 
of this is income re-distribution within the same group. 

Roughly speaking the lower and middle 
ineome groups are bearing the heavier proportion of 
the total tax but they are also the people that get 


benefit. 
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COMMISSIONER PERRY: It is the less 
poor helping the poor, 

THE CHAIRMAN: Comparkng the tax 
receipts with those of other countries we may be a loser 
because of the transfer payment the other countries may 
or may not have, 

COMMISSIONER PERRY: I think that you 
will be interested in knowing that one of the staff 


studies is devoted to the re-distributional effects of 


10 taxation in the welfare program, To my knowledge it is 
11] the first serious attempt that has been made to examine 
12 this phenomena, 

13 MR. HOUGHAMs: We welcome that news, 

14 THE CHAIRMAN: An page 16 you draw 


attention to “ineome in kind" and the lack of information 
there is with respect to income in kind. I suppoge 

it is true that it increases considerably and impairs 

the tax base where wages are paid in kind rather than by 
eash. I wonder if there is much evidenee that there 
is a substantial change in the nature of Wage payments 
from cash to kind. 

MR. HOUGHAMs One could only have 
impressions in those areas. Most of my impressions 
have been derived from United States studies, I think 
we would all agree that this is a growing. trend. How 
Signifieant it has become it is diffieult to say. 

COMMISSIONER WALLS: I have a 
Supplementary question to that. Would you then suggest 
that all employment contracts and agreements that to any 


extent go beyond cash salary be subject to assessment of 
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income in kind by the Department of National Revenue. 

MR, HOUGHAM: I had the impression 
this was already occurring to some extent. 

THE CHAIRMAN: Yes, I think the law 
covers everything under the sun, I don't know they 
pick it all up but the law is there, some is diffieult 
to assess. 

COMMISSIONER WALLS: If the corporatio 
is tax free in the first place how do they have any 
record? How do they assess it? There is no means 
of the Government knowing about an employee of a tax 
free corporation as to whether they are paying salary in 

above 
kind / salary ir eash, 

THE CHAIRMAN: There may be evasion, 

I don't think that is the point. The point is the 
law. The law is there and like all laws it may well 
be evaded, I don't know abeut that. 

COMMISSIONER WALLS: Would you not be 
strengthened if all contracts that went beyond cash 
salary had to be assessed by the Department? 

THE CHAIRMAN: Probably. 

MR, HOUGHAMs Il am raising a question 
to which I should know the answer but I don't. The 
Couneil is an organization of this kind. It is not 
a taxed organization but it has always been my impression 
that the kind of information we have to file on an annual 
basis with the government would provide this information. 

THE CHAIRMAN: Every employer is 
required to file T4 returns and that picks up not only 


annual payments in eash but in kind. You are quite 
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right. I suppese there is evasion, there is always 
evagion in everything. 

There may be areas which are doubtful 
but I was wondering if there was evidenee that the 
doubtful area is inereasing. I don't know. I am 
not aware of it. I do see there are companies that 
provide lunches below cost and 1 suspect they provide 
housing facilities below cost in outlying places and 
things of that kind. 

MR, ALEXANDOR: The members of 
Parliament get meals below cost too in the Parliamentary 
Restaurant. 

COMMISSIONER WALLS: In many cases it 

tax 
is advantageous for /free Corporations not to show too 
high salaries but in order to get the caliber of people 
they want they have to give marginal benefits. To 
the best of my knowledge these marginal benefits are 
not shown. 

THE CHAIRMAN; If they don't report 
the salaries they are breaking the law. 

COMMISSIONER WALLS: Phey report the 
salary but not the salary in kind. 

COMMISSIONER PERRY: You are 
coneerned mainly with social justice, is that it? 

I thought perhaps that was the main emphasis but then 
you appear to attach quite a bit of importance simply 
to having a knowledge of what is going on. 

MR. HOUGHAMs Il thinks, Meee Ferry, 
before you can make a judgment you have to have the 


knowledge. I am coming back to the Chairman's 
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of thing. I am not convineed myself that there is any 
significant amount of it. Until we know we cannot 
really make a judgment on either of the two points. 

THE CHAIRMAN ; It is dealt with in 
the reference that you mnt at the bottom of page 17 
"Income Distribution and Social Change." I seem to have 
looked that book over and he makes pencuuatGrcass to this 
area. a am under the impression that we haven't 
advanced in sophistry to the same extent they have in 
the U.K. i know there are organizations there that 
make a good living selling meal tickets. This has never 
succeeded as far as I know in Canada. 

MR. HOUGHAM: In relation tothis point, 
comment was made that follows along with what you are 
saying that we haven't advanced as far ag the U.K. or 
the United States in this regard. I took that with 
Seme reservation because I felt it would sound like 
Canadians were parading their own virtue. Lt would simpl 
like to know, 

COMMISSIONER PERRY: What probably 
accounts for the largest part of this in value is exempt 
by statute under Seetion 5 (la), whieh starts out with 
the sweeping statement that value of board, lodging, 
and other benefits of any kind whatsoever are to be taxed. 
There are then exceptions for the benefits from employers' 
contributions or under a registered pension fund or plan, 
a group sickness plan or accident insurance plan, medical 


services plan, supplementary unemployment benefit plan, 
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These probably aecount in dollars for 
most of the benefit. 

You could probably make a long list of 
other things that get exemption under the table, as it 
were, This does not destroy the validity of the point 
but that aspect of ineome has to be examined. 

MR. HOUGHAM: it has always struck me 
that part of the problem here is a problem of administrat- 
ion, The list that you read off seemsto illustrate 
this. Aside from the evasion that the Chairman 
referred to earlier the measuremant of income in kind, 
where the employer is making a direct monetary investment 
or payment, should be relatively simple. 

You run into more difficulties when you 
get into such things as housing. How do you compute 
rent? You don't have to enter the private sphere to 
talk about this, the government in the public area may 
previde housing in certain circumstances at rents 
computed, rents which are not what you would pay on the 
open market, 

THE CHAIRMAN: They know what one has 
to pay on the open market. It is simply a failure 


of assessment becuase they endeavour to arrive at the 


market value of rents. I am not speaking about the 
public or private factor. I have seen assessors try 
to do it. While they may fail to achieve -what is 


desirable that is only because they have not pressed 
the point. 


MR. STUBBINS: We were not thinking of 
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evasion but mainly in the area of judgment of what is 

a business expense, recognizing when you have a fairly 
steadily rising ineome tax rate in personal income tax 
there is going to be pressure on what falls on each side 
of the fenee, as between business and personal expenses, 
Our interest here is we really did not know what the 
distribution ef the income tax burden would be. we 
doen't know how expensive it is. 

COMMISSIONER WALLS: I see on page 18 
that you indicate in the Income Tax structure we should 
perhaps think in terms of the family rather than the 
individual. Then you go on to need for more precise 
data. 

I suppose what you mean by that is, first 
of all, the matter of a husband and wife working must 
be a matter of concern to welfar€® associations. First 
of all, ig it a neeessity for both spouses to be working 
to aequire an adequate standard of living. 

It seems to me that there is a second 
factor to that that maybe is not considered and that is 
the shortage of trained people of a certain category. 
This requires the married woman to go back to work or 
it does provide an inducement, whether or not they 
require it for an adequate standard of living. 

There is, for instance, a shertage of 
secretaries and stenographers which in many cases has 
forced the married women to go back to work. If you 
prevent that then, of course, you are only going to 
ereate other serious problems because you will have 


the single girls all becoming stenographers instead of 
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school teachers er nurses beeause of the salary seale 
relationship. 

I agree with you that the whole 
matter of reviewing any change in the status of ineome 
tax with respect to the family must be viewed from a 
welfare standpoint and this type of information assemble 

THE CHAIRMAN: Your point with regard 
to the married woman is that the tax laws should be 
neutral? 

MR, HOUGHAM: Tes. I have a 
reservation about what Mr. Walls said. it is my 
impression in the social welfarefield that the position 
is taken that publie policy should not discourage the 
married woman from working. It is net a question, it 
seems to me, of need or necessity beeause this beomces 
a matter of individual judgment above the level of 
subsistance, It is a matter of individual judgment. 
It ignores, it seems to me, the very important element 
in this to which you have alluded, which is the 
contribution which married women working makes to the 
economy and the society. 

THE CHAIRMAN: What is neutrality? 

I suppose it might be answered perhaps that a benefit 
to the married woman working would be the same benefit 
to the unmarried Pao working. Phe faet she is part 
of the family unit would not affeet the benefit she 
gets from going to work. 

In the U.K. they have worked it out. 
It is not quite for the reason stated here, I think 


it is more for economic reasons, being able to achieve 
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a deduction from the payroll ina satisfactory manner. 

MR, STUBBINS: Fhere is one peint in 
respect of neutrality that we make in the brief. That 
is that a married woman should have the right te have 
gome reasonable limit on the cost of raising her children 
ag an expense just as professional people are allowed to 
charge certain expenses against income. We thought 
this might be something to be considered by the tax 
authorities, allowing her to make certain resonable 
deductions that would tend to inerease the neutrality, 
if yeu like. 

THE CHAIRMAN: Yes, I quite agree, 

MR. HOUGHAM: I think we are dueking 
your other question. I, for one, don't feel I know 
enough of the teehnieal aspects of the impact of taxation 
te answer effectively. I don't know if what we are 
looking for in the tax system puts the married and single 
women in the same position. 

THE CHAIRMAN : You mean she should 
be able to eheose whether or not to go te work, having 
regard to considerations other than (tax? 

MR. HOUGHAMs I think this may be very 
difficult to operate in relation to the tax system, 

This is the objective of the idea. 

MR. BOETZ: I tsaw_sStatistics a few 
weeks ago which showed there are many more married 
women in the working force today than unmarried women, 
whieh is quite different from the war time or the pre- 
war time experiences. The statistics also showed 


that within families earning less than $4000 a year 75% 
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of the women indicated the reason for working was to 
bring the family income up to the $4000 level. 

It is no longer a question of whether 
a married woman with children should or should not work. 
The facet of life is that many teday have to work, 

MR. ALEXANDOR: This is explained 
in the study you were looking at. There is a sociologiaal 
change. fhe average age at which women today get 
married is very much lower than it was. This perhaps 
ereates a larger Supply of married women on the labour 
market than would be etherwise. 

COMMISSIONER WALLS: You mean they 
get tired of us that much sooner and they are that much 
mere anxious to get a job! 

MR. HOUGHAM: That applies to both 
ends of the wage seale. If a woman gets married 
earlier and her ehildren grow up earlier she then 
goes back to the labour force. What I was concerned 
to avoid was a notion in the publie policy that you 
should relate this to need. 

This suggestion came up in the 
Unemployment Insurance Act that we should limit the 
Unemployment Insurance benefits to married women because 
they did net need the benefit. I don't think you can 
do that in this way. 

THE CHAIRMAN: I don't think you can 
say that more married women are working because of need 
than before. I think an awful let of married women 
are working not because it is essential that they work 


in order to achieve the minimum living standard, but 
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they work in order to better the general standard of 
their family. 

MR. BOEPZ: What is need; or want? 
This is a ehanging eencept. 
| THE CHAIRMAN: I am ehallenging what 
was said originally that they are working because they 
have Ex work, I don't think that is the ease 
compared to what it used te be. 

MR. STUBBINS: Apparently a 
significant preportion work because they have to work. 
I think both things are true. The younger the woman 
is married the less well established the couple is and 
the lower the income. When the ehildren are educated 
and grown up the woman ean go baek to work. They 
get satisfaction. I think both things apply. 

MR, HOUGHAM: The second topie to 
which you referred is of growing importance because 
there hag been some statistics, which I seem to recall, 
that suggest that the preportion of married women working 
past the age where the children are grown is in the high 
ineome groups. These, breadly speaking, are women 
with higher levels ef education and they want to get 
baek inte some sort of satisfying occupation, get back 
into the labour foree. 

MR. ALEXANDOR: There is a great 
need for them, for sehool teachers, nurses, and social 
workers. 

COMMISSIONER PERRY: Alnost anyone 
who is working has to work simply because they have 


established a standard of living whieh they ean only 
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support by working. In this sense the man with a 
$75,000 a year salary is in as great need as anyone. 

I was going to suggest a question here, 
I don't think it is simply a matter of how a married 
woman is treated in relation to the single woman but 
how her husband and children are treated once she 
starts to work. In a sense we had neutrality in this 
country because married women and single women are 
taxed in the same way but the husband certainly is not 
taxed in the Same way onee his wife starts to work. 
I think this is a question rather of how the individual 
families are taxed. 

MR. HOUGHAM: This eomes back to 
the broader issue. We are not technical experts in 
the tax field. We have the feeling that the tas 
System doesnot take adequate account of the family unit. 

COMMISSIONER PERRY; I think it 
broadens out to how the family is taxed rather than the 
individual. 

THE CHAIRMAN: We are one of the few 
countries that don't have complete regard to the family 


in taxation, 
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COMMISSIONER WALLS: On Page 21 I just want 
to get your reaction to your paragraph 3 there where you 
seem to be firm in your opinion that the benefits under 
Social securities measures such as old age security 
pension, family allowance, unemployment insurance, 
Should be financed entirely out of general revenue. Now, 
why should they be financed out of general revenue 
rather than created again on an actuarial basis and 
collected by salary deduction and employer contribution 
for the most part? 

What is the reason for wanting it to come 
out of general revenue rather than have the individual 
know what he is contributing towards it? 

DR. HOUGHAM: You can let the individual 
know through earmarking, although it is a debateable 
point as to what the psychological impact of this is 
on people. I would think more broadly in answering 
your question at least one of the arguments is that 
if a benefit is universal, and let us use the old age 
pension as an illustration, why should you require em- 
ployers and employees to finance this programme when 
a lot of people are going to be getting the benefits 
whose earning areas are not in that kind of contractual 
relationship? Take as an example the farmers, 

COMMISSIONER WALLS: Isn't that a true 

regression? 
form of aveiding.>c/? What you are in effect doing is that 
people who need it most will probably contribute least 
towards it. That is in effect what you are saying. 
You are saying people who are not taxed in a taxable 


bracket will gain perhaps as much benefit, if not more 
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benefit, from some of these programmes as others, people 
with low salary brackets who are non-taxable. Is that 
what you are saying? 

DR, HOUGHAM: This may be the implication 
of what I was saying, but I was rather arguing if you 
do it through a system of wage-related contribution 
you are asking a.segment of the economy to support a 
programme which is available to everybody. | 

THE CHAIRMAN: You are saying wage-related 
contributions should apply to wage-related benefits, but 
where the benefits are not wage-related, they are 
more generally made. Wage-related contributions do not 
apply because they are too narrow. 

MR. STUBBINS: Why bother setting up millions 
of administrative accounts for a benefit that is universa 
when you can collect it through a much more simple 
way, through income tax revenue? 

COMMISSIONER PERRY: I don't think there is 
any argument wage-related benefits do not achieve income 
re-distribution. 

DR. HOUGHAM: Unless they are caqdified. 

MR. STUBBINS: Except through internal sub- 
sidy. 

COMMISSIONER PERRY: Unless you play tricks 
with it. One of the elements of earmarking which you 
really do not mention here is that sometimes it is not 
the taxpayer that has any cause to consider here, but 
the politician. In other words, it is not always the 
man on the street who wants these things. We have 


instance: after instance of the political process now 
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demonstrating quite clearly in the case of old age 
security if there is an increase in benefits there has 
to be an increase in the specific charge for this 
purpose, which may act as some deterrent. It may not 
be conspicuously acting that way. At least the parallel 
is there, quite obviously. 

THE CHAIRMAN: What evidence is there to 
Support your conclusions in paragraphs 4 and 5 to the 
effect it is doubtful whether disclosing the cost of 
programmes is a significant consideration, and the value 
of achieving this disclosure has to be balanced against 
the heavier cost of collecting and administration of the 
programme, 

I can accept the second statement all right, 
but we have heard it said that everything should be 
done to let taxpayers know the cost of benefits that 
they are getting from the Government. You say it is 
a little doubtful whether there is sayivallue in endeavour 
ing to achieve this. 

This comes up in the indirect taxation -- 
is it important to ‘disclose the amount of sales tax 
at the consumer level? Would you like to amplify your 
paragraph 4? | 

MR, STUBBINS: Just a point on that, you 
can achieve this educational function perhaps the way 
the City does with Municipal taxes. While they have 
a general rate, they show in the bill so much percent 
is for fire and so much for this and so much for that. 
The taxpayer really sees how the Municipal tax dollar 


is broken up. 
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at imagine this sort of thing could be 
achieved through income tax without having specifically 
earmarked accounts and without all the heavy adminis- 
tration costs. 

In other words, showing national defence 
and so on and what the different programmes cost as a 
percent, and you can achieve this objective in showing 
your distribution. 

THE CHAIRMAN: Would that be a good thing 
to do? You say it is doubtful whether that is a use- 
ful thing. 

MR. STUBBINS That isin contrast to setting 
up separate accounts. 

THE CHAIRMAN: All right, accepting your 
amendment to my thought of setting up separate accounts, 
would it be useful to send out a statement to every 
citizen showing where theta money is going? I am asking 
you whether it serves any advantage psychologically or 
practically or any way 76e like to put this? I think 
you cast doubt on the idea here. 

DR. HOUGHAM: I can only speak personally 
on this. I do not think the Council has a position 
on it. My own position would be it would not accomplish 
much, 

If you are talking about a break-out of 
Federal expenditure and interpretation to the citizen, 
how are you going to break it out? If you break it out 
on this kind of level, it might have some kind of 
impact, but you end up presenting the citizen with 


a document that looks like the Federal Budget. If you 
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are going to do it on a broad basis, national defence, 
social welfare, agriculture, what does this really 
help? 

THE CHAIRMAN: I don't think very much. 

COMMISSIONER PERRY: I am afraid in all this 
you have not told us what the criteria should be for 
determining eastaee the country should be developed 
on an income re-distribution basis or contribution re- 
lated basis, and this is the ultimate dilemma. Fortunate 
ly not one that faces this Commission particularly, 
although in a sense it really leads one to the task as 
to whether the general tax system should be used or 
whether specific contributions should be used. 

DR. HOUGHAM: I think one could make one 
generalization that is obvious, and that is at least 
there is an argument for using wage-related contributions 
where the conditions you are talking about are related 
to the condition of employment. We do it with Workmen's 
Compensation and insurance. 

MR, STUBBINS: It is easier to draw lines 
in terms of policy as between what programmes should be 
means-tested as against which should be either social 
insurance or straight cash payments. I think that is 
easier to drag. It is a contingency that affects many 
people, whether it would be impractical and unwise to 
force that on an individual means-test, but when you 
get to the matter of administration policy as to whether 
it should be cash payments for everybody or a wage- 
related programme -- 


THE CHAIRMAN: It was drawn to our attention 
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1 that three per cent of corporaticn inmme which is used 
2 to partly finance old age security was badly placed 

3 because it should really be imposed on employers of all 
4 kinds, whether they be corporations, partnerships or 

5 whatever, or whether they make a profit or don't make 


6| a profit. Is that what you are talking about? In part 


7 I suppose it is. 


8 MR, STUBBINS: You mean whether the entire 
9 cost should be borne by employers? 
10 ' THE CHAIRMAN: No, not the entire cost; 
11 three per cent. It is badly placed on corporations 
12 because profits of corporations are only one segment 
13 of employers, and really they felt this should be spread 
14/ against all employers. 
15 DR. HOUGHAM: I have heard this argument 
16 too. I don't think the Council as an organization is 
17 competent enough in economic areas to make a suggestion 
18 on At: 
19 COMMISSIONER PERRY: About the Federal Socia 
20 Security Programme, it has really been a shotgun approach, 
They Assis used their general revenue sources and made 
amass of general payments on the basic assumption that 
if you have enough money gjurning around it is going to 
help the economy. There has not been any very precise 
judgment as to social objectives I am quite sure. 

D.R HOUGHAM: To help the individual who 
needs the money. 

COMMISSIONER PERRY:It- serves both purposes, 
although I imagine it was an economic stimulus. Perhaps 


it could be argued this is all the Federal Government 
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should be trying to do, to provide a more favourable 
economic background. 

DR. HOUGHAM: I think broadly speaking the 
Council has taken a position over the\yedrs in relation 
to these programmes with some reservations, but broadly 
speaking that the Federal role is more effective in 
the mass programmes where you need to get into accurate 
tests of need, and this kind of thing, and in most 
cases you need Provincial and/or Municipal administrat- 
ion, 

MR, BAETZ: There is perhaps one question 
that has not been answered about this type of programme, 
this universal assistance, and that is that it may 
encourage people to stay in economically marginal areas 
when perhaps they should be moving out. I think this 
is a question mark which has been raised quite fre- 
quently. 

We give them just enough to rather encourage 
them to stay where they are, when ih, fact if they were 
withdrawn and were encouraged and perhaps financially 
assisted to get out of these chronic economically de- 
pressed areas, this would be the best way. 

THE CHAIRMAN: I think the best way is to 
cut them off, 

DR. HOUGHAM: I must register a dissent 
on this. It would seem to me in terms of social justice 
you can't do it this way. You continue payments, 
and the way you solve the problem of depressed areas, 
with incentives and so on, and I would think this 


applies juat as much to the problem of locating industr 
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as people. 

MR, BAETZ: I think the Chairman was being 
facetious there, 

DR. HOUGHAM: Iwas just conscious that 
it was going on the record, 

COMMISSIONER WALLS: In the current programme 
of movement of people from rural to urban areas, and 
of course they are going off farms at the rate of 
about 20,000 a year in Canada, and there is not much 
of a problem really in regard to the young people because 
through vocational training you can get them adjusted, 
but when the average age of all farmers in Canada is 
up in the fifties, you do have a problem then of 
whether you have to find some means of assistance. 

MR. ALEXANDDOR: Perhaps the resistance the 
Chairman suggests comes from these people who are just 
as well off to stay where they are. With old age 
pensions it more than adequately meets their needs. 

COMMISSIONER WALLS: It is the environment 
they are used to, and you can understand it. When you 
get to that age you are not ready to be moved, 

DR, HOUGHAM: This is a dilemma which 
applies not only to your mass income re-distribution 
programme; it applies equally to your tax system be- 
cause your basic exemptions are more variable if you 
look to people in areas where the cost of living is 
low than where it is high. 

THE CHAIRMAN: I was going to come to that 
when you deal with exemptions. I was wondering if you 


had anything more you wanted to say about variable 
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exemptions than what we have heard, 

COMMISSIONER PERRY: There is the more 

serious charge that some of the younger economists are 

making now that stablizing programmes may be militating 
against economic growth in the sense that they do make 
tolerable continuation of present trends, which, under 
a really sharp change, would be eliminated to the ad- 
vantage of the economy. 

They have now slurred over and blurred over 
the sharp biting sort of changes which sometimes produce 
a further substantial upward movement. I think perhaps 
this is more serious in the effect on the individual, 
and this charge has not yet been substantiated I don't 
think, 

COMMISSIONER WALLS: That comes right back 
into the field of both subsidies and tariffs. 

COMMISSIONER PERRY: A lot of other things ar 
doing the same thing there is no doubt, but so far 
the social welfare scheme seems to have been deangest 
most successfully. 

DR. HOUGHAM: I would agree with both of 
these remarks, although what I was arguing is that 
our society has advanced sufficiently far in the area of 
social jiveuee that I do not think the community would 
accept using the kind of cutting edge that would be 
involved if you simply eliminated benefits where you 
wanted people to get out into an area where they didn't 
need benefits, 

THE CHAIRMAN: So I think apart from social 


aspects of it, we cannot have stability in our economy 
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without paying the cost of it, and by the very nature 
of stability, must limit growth -- 

DR. HOUGHAM: The problem is to have stab- 
ility without rigidity. 

COMMISSIONER PERRY: We have the kind of 
economy we wanted a few years ago, and we still don't 


seem to like it. 


THE CHAIRMAN: You speak about taxation 
benefits at the bottom of Page 22, I was curious as to 
how far you would go. I think you endorse the taxation 
benefit as it is now carried out, and probably you 
extend it to family allowances. I think that is what 
iL read, Then you would extend it to unemployment in- 
Surance, disability pensions, public assistance we will 
say. If anybody became taxable under that heading, I 
Suppose you might include it. You do at some point 
make a distinction, or point out that there is a philo- 
sophical distinction as. between what might be taxed 
and what might not. There are two schools of thought 
I think is what you say. 

How far would you extend this taxation and 
why? 

DR, HOUGHAM: I have the impression, and 
it goes back to the question that Mrs. Milne raised 
at the beginning as to the testing, if you like, across 
the country. This was an issue in which people broadly 
in the social welfare field were not at all in agreement. 
I do not think I can say much more than we have said 
here. 


Speaking personally, and I think in another 
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place in the brief we do enunciate this principle, we 
argue the total amount of income rather than the source 
of At should be the impodfant consideration, but how 
you apply that pmivcreite without getting down to the 
level of individual benefits under various social 
security programmes is a much more debateable question. 

COMMISSIONER WALLS: Under No. 3, you say 
"The direct use of the tax system, through the special 
$500.00 exemption for the aged, the blind and the dis- 
abled, to achieve a social welfare goal is more question- 
able." 

Now, it seems there are two thoughts 
here, First of all, your sub-paragraph afterwards 
rather intimated that it is paying an equal benefit 
to somebody who doesnot actually need it as to the needy, 
but the footnote that goes with it rather intimates that 
this tax exemption should be extended beyond the blind 
and the disabled to anybody else who is unable to 
carry out a gainful occupation. 

You don't put that in your brief, but that 
is in the footnote, Now, which is the principal. idea 
that you are putting over here? 

DR. HOUGHAM: I think, Mr. Walls, the prin- 
cipal idea of the footnote is that if awe are going to 
continue this as a social policy, then it is rather 
difficult to understand restricting it to the present 
group, 

COMMISSIONER WALLS: The provident man in 
the medium salary bracket who has saved for his old age, 


is he not just as much entitled to this as the man. who 
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made no attempt, knowing at the end of the road the 
state would look after him? He isn't just as much ent- 
titled to this benefit? 

THE CHAIRMAN: They have eliminated both. 
They say there is no justification for these benefits. 

DR. HOUGHAM: That is correct, 

THE CHAIRMAN: We had: before us rehabilita- 
tion people who were pointing out there were lots of 
costs incurred by these people in order that they might 
carry out normal activities of living, which costs 
are not common to all, and therefore they should be 
deductible. 

We suggest that as @ ‘corollary Of that 
this special $500.00 should not be granted,that there 
is no support for the $500.00 as far as we could see 
if they were going to be permitted to deduct everything 
else, and I think they agreed to that. I think perhaps 
the $500.00 here now in the Act for the aged, blind 
and disabled -- I think you suggested somewhere it was 
the higher costs they would incur. -Is that the just- 
ification for that $500.00? 

DR, HOUGHAM: I don't know what the reason 
was for putting it in the Income Tax Act. I think we 
had assumed that the objective was a social welfare 
objective. Our argument was shat Wh more effective 
and equitable way of doing this is through social 
security. 

THE CHAIRMAN: I have never seen any just- 
ification for old age deduction. My own experience 


has been older people are not generally spending the 
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same amount of income as younger people, 

COMMISSIONER WALLS: Only one might be just- 
ified, one that has been placed: before us, the exemption 
of drugs from sales tax. It is claimed that old 
people spend a much larger proportion of their income 
on drugs than younger people do, and perhaps this is 
an alternative by giving exemption on drugs. 

THE CHAIRMAN: I gather you do not endeavour 
to support either of these deductions in the Act? 

-DR. HOUGHAM: No, 

COMMISSIONR PERRY: There is another practica 
reason: that prevents a good many people from being 
taxpayers for the first time in their lives. There must 
be quite a few people in the small towns who, with 
old age pensions, find themselves in a taxable bracket 
or they would without this exemption probably for the 
first time in their lives, and they might quite rightly 
draw some uncharitable conclusions about the kind of 
country they are living in. 

DR, HOUGHAM: I might say, Mr. Chairman, 
if I might, I have the impression that some people in . 
the social welfare field are not completely easy about 
this proposal we are making here because they are looking 
at it in terms of the needs of the aged, especially 
those in the low-income brackets, and they are concerned 
that any step which reduces their income, increases 
the problems of these people. 

In other words, to put it in the vernacular, 
they prefer a bird in the hand to two in the bush. 


We say eliminate it, and if there is need, increase 
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the benefit, and they say they have this kind of benefit 
now, 

THE CHAIRMAN: We have had representations 
from associations of pensioners suggesting that $500.00 
be increased, The support for that was really on the 
basis of the needs of the older people, I think as you 
explained, Mr, Wallis, but I have thought that a great 
many of their constituents would not be taxable whatso- 
ever, although when one adds old age security, they 
might become slightly taxable. 

COMMISSIONER PERRY: This will be $900.00 
a year next year, and with the basic exemption of 
$1,000.00, there wouldn't have to be much other income 
to make them taxable. 

THE CHAIRMAN: You don't come down on this 
distinction at the top of Page 25 as between pensions 
for lost income and really the benefit of insurance 
proceeds. I think you have explained that by saying tha 
it is pretty hard to get agreement on that. 

At the bottom of Page 25 we come to non- 
governmental employee benefit programmes, Item No. l -- 
I am not sure that I am very clear of what you speak 
there. The second sentence, "the benefits are in fact 
a form of deferred income and should be, as already 
indicated, liable to income tax". 

I suppose the only point there is when they 
should be liable to income tax, and if and when one 
defers income, the amount of benefit is not necessarily 
the same amount of dollars as it would have been had 


it not been deferred, That is future value as well as 
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present value. 

DR. HOUGHAM: We refer to it somewhere 
else in the brief, at least where the contribution is 
not taxed, deferred benefit should be. We do acknowledge 
also that this means a different tax rate, depending 
on the income at the time, total income at the time 
of the tax. 

THE CHAIRMAN: Have you given any thought 
to how far you would carry this? We have had professiona 
athletes associations before us suggesting that their 
period of earnings are very short and it should be 
possible to defer some of these earnings over a life- 
time. In other words, a pension plan or pension arrange- 
ment should be made to operate at age 40, something of 
that kind, for those particular people. Does that appear 
to you as being socially just? 

DR. HOUGHAM: My question is, Mr. Chairman, 
is it socially desirab le? 


I can't quite make 


up my mind Whether you have reservations about the 
way in which non-governmental employee benefits are 
now treated or not. You say that the benefits should 
be taxed, Does this mean you are satisfied with the 
present treatment which ensures that they are taxed 
ultimately, or do you feel theyy should be taxed immediately? 
DR. HOUGHAM: This is a question that our 
Committee just did not deal with? They didn't wrestle 
with it. 
COMMISSIONER WALLS: You deal with it in 


different places in a different manner. When you deal 
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with provincial hospitalization funds I rather judged 
that there was a feeling that the tax should be on the 
premium rather than on whatever payment happened to be 
made out for actual hospitalization. Am I not correct 
that that is in your brief also? 

THE CHAIRMAN: We are coming to that. 

COMMISSIONER WALLS: They are sort of incon- 
sistent. If you are going to delay payment of income 
tax, then you probably have to in regard to such things 
as hospitalization, 

COMMISSIONER PERRY: The pensions position 
I think is largely just the result of the practical 
position of a wagec@rner, This is the largest deduction 
he has made from his wages. It is the largest con- 
tribution that is made by his employer, apart from his 
wages, and you ask him to pay tax on an amount which 
he has paid in himself, and in addition, an amount which 
his employer has paid in on his behalf, I think this 
c ecoy tot a very serious practical financial problem for 
him in most cases, 

THE CHAIRMAN: I gather you arein favour 
of deferring tax on this providing the manner in which 
it is done conforms to socially acceptable practice 
as referred to at the bottom of Page 26 under (a) 


and (b), am I correct? 
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MR, HOUGHAM: I think, Mr. Chairman, 


the position the Council has taken on other statements 
on Soeial seeurity -- 

MR. STUBBINS: The very facet the 
present system was not challanged, I think that would 
imply aceeptanee of the present position. 

COMMISSIONER PERRY: iL find 26a (iat le 
difficult to understand paragraph 1 on page 25: 

"The benefits are, in facet, a form of 
deferred income and should be, as already in- 
dicated, liable to ineome tax." 

if in the majority of cages they are then we read this 


ag simply approving the present treatment. 


THE CHAIRMAN: I had the same difficulty 
when I read it last night. 

COMMISSIONER PERRY: It implies some 
change should be made. 

MR. HOUGHAM: Part of the reason we 
got into this relates to the next paragraph where we 


wanted to relate this back to taxation of benefits under 


public programs. 

THE CHAIRMAN: i ‘see. I am interested 
in your suggestion at the bottom of page 26. You come 
up with a practical manner by which the alleged 
constitutional difficulty can be overcome. 

COMMISSIONER PERRY: No doubt this 
is all a very mixed bag at the present time and we are 
going to have tomke up our minds about it. 

THE CHAIRMAN: Yes, somebody has to 


make up their minds about one or two other things in 
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the area before we do. iseisinot farcori« You 
think a pereentage limit is a better limit than a dollar 
limit, I notiee at the top of page 27. Fhere is 
certainly merit in what you say. Certainly the 
percentage limit would have to be restricted, 

MR. HOUGHAM: A percentage limit up 
to @ maximum, I would assume. 

MR. STUBBINS We suggest we would 
look at what social policy we are after. 

THE CHAIRMAN s If you put no 
positive limit on it it seems to me it ceases to have 
any social attribute whatsoever and becomes just a 
scheme to reduce. taxes. Now I will go on to Taxation 
and Charitable Donations. 

COMMISSIONER PERRY: We passed over 
the strong statements about the requirements for 
setting up standards for approval of private pension 
plans. 

THE CHAIRMAN s We referred to 
(a) and (b). I said I was glad to see they over- 
came the constitutional diffieulties. 

COMMISSIONER PERRY: I see other 
difficulties than that. I cannot see why you feel 
so strongly about this to begin with. i suppose 
what you are arguing is there was more strict 
Supervision at one time and it is unfortunate that 
there hag been relaxation and you want to go back. 

MR. HOUGHAM: I don't think we want 
to minimize the practical difficulties in this area 


which Mr. Perry is referring to. It is simply a 
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question of statement of principle. How you apply it 
in practice is something else. Remember we are 
working the same as in the area of eharitable donations. 
If you are going to provide a tax coneession you have 
to provide some way of protecting the publie interest. 

COMMISSIONER PERRY: Quite true. 
All that is involved here really as far as income tax 
ls coneerned is whether this is a legitimate cost of 
the business and it needs a good deal less defining 
than you suggest here to satisfy them. 

MR. HOUGHAM: This would not apply 
at the level of employee eontribution. 

COMMISSIONER PERRY: That is true 
but if the plan meets the general test as not being 


abused for the benefit of a few people in the firm 


MR. HOUGHAM: Then you are getting 
into the area of the standards. 

COMMISSIONER PERRY: You don't need 
all these kind of standards for adequate actuazial 
Supervision. The plan eould be going broke and 
the contribution would be a valid deduetion for tax 
purposes. 

THE CHAIRMAN; Their propostion is, 
I think, if it is to be used as a deferment of tax 
for soeial purposes that it should satisfy the 
appropriate social test and one of those tests is it 
Should be a plan which is going to be able to accomplish 
what it sets out to do. 


MR. HOUGHAM: In the terms of actuaial 
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Supervision that is what we had in mind, 

COMMISSIONER PERKY; I don't disagree 
that these are all sound objeetives. 

COMMISSIONER WALLS: Youyare just a eold 
blooded tax collector! 

COMMISSIONER PERRY: I labour under the 
illusion this is a tax commission. 

THE CHAIRMAN; Taxation of Charitable 
Donations -- what restriction should there be to keep 
it within limits of being charitable? You have an 
idea that there might be a referee introduced into it. 
is that correct? Or was that somebody else's point? 

I think you proposed there should be a committee on 
Health and Welfare brought in to referee these matters, 

MR. HOUGHAM: We talked about an 
advisory committee, 

MR. STUBBINS: We didn't get a concensus 
of the number of points of view expressed. There were 
extreme positions represented there. i think this 
represents the great majority in the middle. Again, 
there is no eonsensus of any one of these positions, 

COMMISSIONER WALLS: Do you not 
think it requires a little more definite definition 
than is in the Aet at the present time. ‘I mean, the 
latter two requirements are quite broad in their 
implications if it is for education or for public 
benefit. That is where you run into a grey area of 
what ig a true charitable organization as against 
organizations which it might be doubted would come within 


that elassification. 
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MR. HOUGHAM: Our Committee wrestled 
with the question of the definition at some length. 
There were two broad problems involved. There is the 
straight question of fraud, which:is always a 
problem, but beyond this you get into the problem of 
a definition and we certainly did not have enough 
wisdom within the Committee. We felt there was a need 
for better definition but we did not have enough wisdom 
to come up with one, it is very difficult to define 
what is education and what is propaganda when you get 
into some of the voluntary organizations. I don't 
know how you ean diseuss this without getting into 
cases and when you get into cases what is one man man'¢ 
meat is another man's poigon, 

COMMISSIONER WALLS: Would you have 
any objection to what has been discussed considerably 
before this Commission and that is ministerial decision 
in these eases? 

MR. HOUGHAM: If you mean by 
"ministerial decision" discretion, well, ministerial 
discretion presumably is exereise in relation to some 
sort of a definition and I don't think you solve 
the problem unless there ig no appeal in whieh cage, 
you make it arbitrary. 

MR, ALEXANDOR: There isi a eertain 
amount now, 

COMMSISSIONER WALLS: It is not 
e¢losely enough defined. Would youwrassociation be 
prepared to give ythe Minister closer guidance? 


Apparently you find it difficult yourselves right now 
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to make a hard and fast definition that could go 
into'an Act, it yourare not going’ to do that it 
Seems to me you have to rely on somebody's digeretion, 
whether a Committee you set up yourselves and get the 
Government to agree to aceept it, or the Minister 
aseepts it. If you do that you will have to aid 
him. somewhat in a definition. 

THE CHAIRMAN: If you want to operate 
you have to have a set of rules. 

MR. HOUGHAM: Unless you follow a 
procedural approach which is one of the alternatives 
identified, the essence of which in my judgment is 
that you try to divide effeetive procedures by which 
the publie can make a more intelligent judgment than 
they may now be able to give. 

THE CHAIRMAN: I am not sure that is 
the job of the Government. There are other agencies 
who can do this sort of thing and in faet there are now 
Some operating in Canada for that purpose. I think 
Governments’ job is merely to decide what is a fair 
deduction from ineome and in doing so has tomake up its 
mind the sort of thing it wishes to encourage by a 
deduction. 

I think it has something else to do 
and that is to see these privileges are not abused 
and I would suggest the way that might be done is to 
certify those organizations, whatever they may be, 
and to withdraw that certification if reeeipts are 
issued falsely or in fraud. 


MR. ALEXANDOR: We go further than 
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that under the present system, There -is: a form of 
application an organization uses which asks the 
organization to set out what its purposes and objects 
are, It doesn't require them to note the kind of 
Supervision we talk about on page 29, For instance, 
whether they have their books audited, how many 
meetings they hold in the year and this sort of thing. 
COMMISSIONER WALLS: There is 
another question you have not brought up there which 
we have put before us quite a bit. That is when, 
in order to raise funds, a welfare organization or 
charitable organization earns income in a manner that 
corporations 
is in competition with other tax paying4oing business. 
THE CHAIRMAN: One catch might be 
they are not in business, I think that is what you 


had in mind, 


COMMISSIONER WALLS: That is one 
soluviomsof it. Opponents of the practice have been qui 
strong and quite outspoken about it. I think you 


realize that many fund raising organizations embark on 
ventures in direct competition with legitimate business 
having to pay taxes. 

MR. BOETZ: If you take a specific 
example I think you begin to realize how extremely 
difficult this would be. what about blood banks? 

The Red Cross in this eountry has a free blood 
transfusion service and in many countries these are 
commereial organizations, 

COMMISSIONER WALLS: We have churches 


going into the catering and in the United States they 
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to their act 


have made an amendment Ahat if they provide any of 
then 
these facilities for non-members /that percentage of the 


business will be now taxable. 

MR. STUBBINS: We have excluded all 
reference to churches or any other organizations termed 
charitable in the Ineome Tax Act, We are restricted 
to the social and welfare groups. I don't think there 


is much of that kind of fund raising. 


THE CHAIRMAN: I was trying to think 
in regard to the welfare field. I think there is 
perhaps a bit. I ean't remember what it is right now, 

COMMISSIONER WALLS: what about the 


work of the Salvation Army in selling of clothing? 

Is that not in competition? I am not disagreeing 
with it but where do you draw the line? Do not some 
of your other organizations put on rummage sales? 

MR. STUBBINS: This would represent 
a very small part of their income, I think the 
organizations we are thinking of would be getting income 
from an annual appeal and fees for Services. The 
services they provide are generally not in competition 
with anybody else. 

THE CHAIRMAN: How about sheltered 
workshops? I don't think they are damaging to 
competitors to any extent. There may be areas that 
they will hit on something that will cause disruption 
in the nornal avenues of trade. We haven't heard 
very much about that. The restaurant people 
complaining about the selling of meals and drinks is wha 


we have heard mostly about. 
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MR, ALEXANDOR: The way to get after 
those people is through the municipalities. The 
municipalities give a tax exemption on real estate 
to charitable organizations providing they are not 
using the premises for renting out a hall to an outside 
organization catering or selling meals. Once they 
do that they lose the advantage of the tax exemption. 

MR. STUBBINS: They are in the field 
that is not competition. I am thinking of the adult 
retarded workshops . It is the type of work most 
commercial organizations would not be interested in. 
They would be doing map sorting or Something like that. 

THE CHAIRMAN: I think froma 
practical point of view ae is not much of a consideratio 
I think the main consideration is meals and drink and 
there is a real concern, There are restaurants which 
claim they are being quite badly hurt by it. don't 
think that there is much in the way of welfare 
organizations competing. 

COMMISSIONER WALLS: I would not want ito 
be in the broom business! I notice that one of 
the requirements is that the organization operate 
from a detailed annual budget whieh shows program 
plans in financial terms. I just wondered if it 
is an organization entirely reliant on public 
subseription;, flow accurate a budget ig it possible 
for that type of organization to ever draw? 

MR. BOETZ:; I would think in most 
of these cases they established their budget before 


the program year begins and they have had advice as to 
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what they might realistically hope to get by way of 


voluntary ineome and the budget is established on that 


THE CHAIRMAN: I think they have a 
budget of a kind but I suspect it is not a detailed 
annual budget whieh shows program plans in finaneial 
terms. 

MR. BOETZ: This varies and Mr. 
Stubbins can talk about agencies. 

MR. STUBBINS: They have an intent to 
deliver a certain program in the following year. They 
all have a plan and they express themselves ina budget 
in financial terms. In a sense this is now demonstrate 
in the P5-11 form. One of the eonsiderations required 
is that an organization is able to pay its bills. 

They take a measure of financial stability. I think 
this is now being done to make sure it is not a fly-by- 
night organization that is going to pass through with 

a bunch of unpaid debts. 

THE CHAIRMAN: I am only complaining 
about your term here "Program plans in finaneial terms." 
That means costing out the different items in the 
program, 

MR. STUBBINS: The intent was not 
an elaborate cost accounting forecast. 

THE CHAIRMAN: I am.sure every 
organization has a budget of some kind. It may be very 
rough indeed. 

MR. HOUGHAM: This particular section 


is directed to the people in the social welfare field. 
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It is an objective to which we are striving, to get a 
more effeetive program budget. 

MR. STUBBINS: Get the budget related to 
the volume and type of service, 

COMMISSIONER WALLS: in the’ P51) 
form right now you have to give a budget of your 
expected expenses, your salaries, your travelling 
expenses, your publicity, your office expenses, andother 
expenses, and the “total. 

THE CHAIRMAN: I have got to Taxation 
and Medical Expenses, Is there anything before that? 

COMMISSIONER WALLS: I notice that 
you make mention of union dues. Do you consider that 
union dues area justifiable deduction, a charitable 
deduction, or have you any opinion on it? 

MR, HOUGHAM: we would have no 
opinion on it’; I think we took the position that 
to lump together union dues and medical expenses with 


a voluntary contribution was, to put it at the best, 


iilegieal . These are in the category of unavoidable 
expenses. Contributions are within the judgment 
of the individual. They are in an area of voluntary 
giving. | 

COMMISSIONER WALLS: You also question 


a matter that has come up before the Commission two 
or three times, That is the difficulty of some 
international charities being acceptable. You would 
place them, I take it, under the same criteria that 
you wished to put on for the domestie ones? 


MR. HOUGHAM: Yes, I think we would. 
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My understanding of the problem in this area is it ig 

the way the regulations themselves are framed which allows 
a number of organizations operating welfare programe , 
broadly speaking in the international field, to 

qualify, and others who are operating substantially 

the same kind of programs to disqualify. 

THE CHAIRMAN: ine words’ "in Canada” 
appear in the section but it is not known whether it 
means the money must be ultimately spent in Canada or no 

MR. ALEXANDOR: The Department 
doesn't seem to enquire into that too elosely. 

THE CHAIRMAN: Some permit donations 
to some Canadian organization for the benefit of non- 
Canadian organizations although, I believe, that is 
not done universally. 

COMMISSIONER WALLS: I think they do 
it for the Unitarian movement but not UNICEF. 

MR. HOUGHAM: that is right. That 
is a good example. 

MR. BOETZs: During the World Refugee 
Year, which had the official endorsement of the 
Governor general and the Lieutenent Governors in the 
provinces of the country this organization, of which 
i was the Chairman at that time, had the greatest 
diffieulty in getting a decision on this particular thin 

THE CHAIRMAN: Did you get one? 

MR. BOEPZ: We eventually did. Alig’ 
required almost four months of the year before we finall 


got it. 


THE CHAIRMAN: I would refer to the 
standard deduction on page 31. 
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TORONTO, ONTARIO 


COMMISSIONER PERRY: I am just wonder- 
ing in what way you thought increasing automation “in 
rhe processing of tax returns would bear on this 
particular deduction. As I understand it, the probl 
was that returns were coming in with great wads of 
receipts attached to them -- as my own return goes in | 
-- and that SME pane had to be processed and | 
filed. | 

DOCTOR, HOUGHAM: We may be off base 
on this. I refer also to the clause that follows. 
It is my understanding in the American Tax Admini- 
stration they do not do a detailed review. They do 
some kind of sampling review on these claims, and 
they claim at least they get just as good and as 
honest a return, If they find a person cheating -- | 
I don't know any other word -- when they so sample 


and check, they hit them particularly hard, 


THE CHAIRMAN: They have a rather larg 
standard deduction, 

COMMISSIONER PERRY: I don't think 
it is a system that should be in the country. 

DR. HOUGHAM: I had assumed it was nq@ 
until you made the comment they had to go through 
all the receipts. 

COMMISSIONER PERRY: I imagine when a 
lot of receipts are submitted that they are audited 

THE CHAIRMAN: You make the point ver 
clearly that a standard deduction works against the 
ns of the deduction, because if one is going 


to get the same amount whether he gives or does not 
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give, he 1S"not so likely to give. 


: DR, HOUGHAM: It is a subsSigy to the 

2 non-giver. 

3 THE CHAIRMAN: We have representation 

: as to the need to increase this 10 percent, parti- 

5 cularly because of eaneat ion Do you happen to 

6 know what proportion of the donations in Canada are 

i for educational purposes? It is quite large, I think, 
° DR, HOUGHAM: Certainly a growing pre | 
? portion, and it is a very large proportion. | 
10 MR, ALEXANDOR: I think the Canadian 

a Universities Foundation gave that to this Commissia 
i THE CHAIRMAN: As a matter of fact, 

~ the reason I asked that is that the thought I had 

- in mind is perhaps of the 10 percent now permitted, 
i 5 pesca could be delegated to religious and also 

iS welfare matters, and the other 5 percent for 

Ui educational purposes might be increased to 10 per- 
cent, so that the welfare and religious side would 

a? in fact be reduced, but I would be very surprised #f 
oa that would affect welfare because I don't think there 
a would be many people contributing more than 5 per- 

ad cent to welfare and religion together, but I may be 
23 | 

| wrong. 

24| MR, ALEXANDOR: Building programmes ¢ 
= the universities are caught in these demands. 

4g MR, STUBBINS: The average claim is 
“a of course a very small fraction of 10 percent. 1 

e percent or 1.1 or maybe 1.3 for individuals. 

a DR, HOUGHAM: I think we made it cle@ 

7 in relation to the welfare field rather than other 
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fields, although I think the comments we made on 
(a), (b) and (c) on page 32 would apply to other 
fields as well as welfare. It is a question of how 
you want to accomplish what may be a desirable 
social goal in increasing university building or 
whatever, 

MR, STUBBINS: I think one of the 


points we made was that we do not really get a very 


detailed breakdown now of the distribution of the 


dollar through the tax return. There is very limited 


information available, and we suggest there could 
be consideration given to pretidind more compre- 

hensive statistics on how much, for example, goes 
to religion. 


THE CHAIRMAN: Yes, I see you so ~ 2x.) 


recommend, 


MR, STUBBINS: We get very little 


now. 


MR, ALEXANDOR: It was the Canadian 
Conference on the Arts that gave an estimate. 
Health, Welfare and Educational institutions 
veceived the majority of all donations made. Re- 
garding corporations, total donations are esti- 
mated to be 1.4 percent of taxable income. 


THE CHAIRMAN: That comes from the 


' Conference on the Arts? 


MR. ALEXANDOR: They complain all 


they get is .03 percent of it. 


COMMISSIONER PERRY: The real problem 


with the statistical information is that the 
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1 Department uses all the columns on its I.B.M. 

D machines, and if it gets any eere information 

3 here, something else has to go, 

4 THE CHAIRMAN: Now, I have come to 

5 taxation and medical expenses. Is there anything 

6 before that? In a general way I think you agree 

5 with the present practice. You suggest, however, 

8 that the 3 percent floor should be looked at | 

9 pretty carefully. | | 

10 At such time as our national health 

11 programme is resolved, it may be necessary to make 

12 changes. I thought your recommendation with 

13 rs practical nurses and visiting homemakers might 

f, be" rather difficult of application. You suggest 

15 that Bt aeeoes Should certify. That puts the 

16 doctor in a rather difficult position I think, and 

17 they ducted ee being called upon to give such 

18 a certificate. 

19 MR, BAETZ: In the case of the 

20 visiting homemaker, this would not present any great 

4 practical difficulty because in Ontario parti- 

2 | cularly the homemaker is now partially paid for 

zi by the Ontario Department of Welfare, so an ap- 

94 || plication has to be made so that this information 

5 is available. 

26 MR. STUBBINS: You are deste with 

27 a recognized agency of sous stature in the com- 

28 mnity. There could be administrative control. 

29 When you get out to practical nurses, it would be 
0 ais difficult. 
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DR, HOUGHAM: I think, Mr. Chairman, 
the bigger dilemna here is that -- and I am arguing 
against our own brief in a sense -- that some of 
these services are not only not universally avail- 
able, but are ee ee in very few communities 
across the country. Homemakers are a good example. 

A necessary service, but is not 
recognized as sufficiently necessary to have 
broad availability. 

THE CHAIRMAN: I would agree with 
you that the tax laws should, if possible, be 
designed to promote homemaking services. It seems 
to me that is very logical. 

MR, STUBBINS: In reference to the 
difficulty of having the doctor cortargiy he: has 
to certify whether a patient should stay ity the 
hospital at $30 a day, and it is his word which 
determines whether the patient is in or out, so 
that this is net a eeapeanteeia that is any 
greater here to determine whether there is continu- 
ation of care needed in the home. 

COMMISSIONER WALLS: Rather than 
going to the doctor in every individual case, 
couldn't you have practical nurses also 
registered, as well as nurses registered, and if 
a person was under that registry, they could be 
exempt the same as ~ov ngs for registered 
nurses, 

DR. HOUGHAM: We have been attemr: - 


ing to promote extension of this service and 
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development of Standards in relation to it, but I 
think it would be fair to say at the moment it is 
not a profession, and what standards you set up in 
relation to some kind of certification could be a 


very desirable objective. 


THE CHAIRMAN: I would have thought # 


we are going to rely on an organisation, there 
must be standards, and it can only be done at that 
point. 

DR, HOUGHAM: I think, Mr. Chairman, 
this is why I was ignoring the problem of the 
pressure it might put on the doctor, We had pro- 
posed it might be through a doctor's certificate 
because here is a professional person making a 
professional judgment. 

THE CHAIRMAN: Yes, I would gather 
that is probably the miss way it can be done, 

COMMISSIONER WALLS: At $5 pen 
certificate, 

DR, HOUGHAM: I am not so sure about 
that, Mr. Walls. In a sense it would seem to me 
there may be some abuse, but broadly speaking, 
people are not going to be putting pressure on 
their doctor to get this kind of certificate 
unless there is,a need for it. They have to pay 
Por 25, 

MR. BAETZ: Lots of times there is 
not a doctor involved in the case where there is 
homemaker service. Unfort.natel the wife packs 


up and walks out on her husband. 
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; | DR. HOUGHAM: We are talking about 

2 the medical aspect of it here. 

3 THE CHAIRMAN: As you point out, it 

4 isa deduction, and people are not going to -- 

5 people have got to pay for it, which puts a brake 

6 on how far it is going to go, 

é | ‘DR, HOUGHAM: I was trying to make | 

° the distinction between this and getting a certi- | 

ficate for liquor. | 

10 COMMISSIONER WALLS : That is just whad 

M was going through my mind, 

= THE CHAIRMAN: I have now come to 

” family income, exemptions and allowances. I was 

- interested to see that you believe if we use | 
| 

i family allowances appropriately, there is no fur- 

e ther need for ahaa tax adjustment oe of 

ue children, which I would think would greatly 

# simplify our tax schedules and the computation of 

sal personal ‘acomperesecs 

ci | DR, HOUGHAM: I think I would agree 

a with you, Mr. Chairman, I think I would enter a 


more serious reservation 


\} 3 


i ‘ty 
= y) about this: Even in 


“aa the area of old age security along the same 

24) grounds, but-presumably the old age pensions come 
“a somewhere near meeting the average need. I think 
a it is much more questionable whether the family 
ys eS on the level we have it now in any way 
a takes that into account and the differential of 
= costs of different sized families. 
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If you are going to use the family 
allowance system in this way, it is going to be a 
radical transformation of the family allowance, 

THE CHAIRMAN: I was taking it you 
meant at some low level of taxable income for a 
family one might work out tax deductions that are 
presently being achieved in respect of children 
eligible for family allowances and take tax 
deductions and add them to family allowances. 

Would that be what you are proposing? 

DR, HOUGHAM: I don't think it is 
what we wee proposing, 

COMMISSIONER WALLS: You then result 
in taxing lower income brackets than are affected 
today. If you take off exemptions and make them 
entirely on the basis of family allowance, then 
you would be taxing lower income tax peaceus than 
are taxed today. 

DR, HOUGHAM: That is true, and the 
important phrase is 4(b) on page 37, "To the extent 
that family allowances are adjusted to take full 
account of the social contingency, the exemption 
Should be eliminated or it should be set ex- 
clusively on grounds of convenience," 

COMMISSIONER PERRY: I read that 
simply as meaning if there are increases in 
family allowances, some adjustment of the income 
Latedinietiays should not go unnoticed. 

DR. HOUGHAM: It could be argued 


that way, but going to the extreme of family 
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allowances, saying the tax system entirely is to 
take care of social contingencies, it means a 
radical transformation of family allowances, 

COMMISSIONER PERRY: It would about 
double their costs, would it not? 

DR. HOUGHAM: If I may try to be 
clear: Do I understand that this is the question 
of a tax credit? 

THE CHAIRMAN: No. I was simply 
putting the whole burden on family allowances 
rather than income tax deductions, and it would 
seem to me that the nation would come out ahead 
because to the extent that dependent children 
deductions are taken by people who have above 
average income, and there would be a saving to 
the nation , because you only put in the family 
allowances what is necessary. 

Whether that would be offset by 
bringing up lower ones, I don't know, 

COMMISSIONER PERRY: We would lose 
about 10 to 1 on that deal. 

THE CHAIRMAN: It depends on what 
you bring them up to, and what I started by say- 
ing was that you would take the lower scale, and 
you would adjust at the lower scale because you 
would achieve for those people exactly what they 
are now getting. 

COMMISSICNER PERRY: This is just 
leaving their position even. What you are ming 


is greatly increasing the allowances that you are 
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paying to people who are not taxable where there 
is no recovery at all, and I think this would be 
at least half of the people who are nex taxable. 

THE CHAIRMAN: The answer is very 
simple. You simply take the tax reduction which 
is now brought about by the dependent children's 
deductions, and add them all up together and take 
that money and recast the family allowances with 
a great deal better social justice because you 
bring up non-taxable people's allowances and 
bring down taxable people's allowances, 

COMMISSIONER PERRY: If you want to 
make it self-contained, yes. 

THE CHAIRMAN: Anyhow, you have not 
a concrete proposal made to do this? 

DR. HOUGHAM: We do have a comment 


to make. It is more in the area of social security 


‘than area of taxation. I am thinking of the 


earlier comment made by Mr. Perry. But I have 
heard arguments advanced, and it seems to me 
there is some validity in them that: family al- 
lowances should perhaps not start with the first 
child, because presumably the reason for these 
allowances is that the wage system does not take 
ates ane the differential cost, different 
sized families, and I think there is a fairly 
good argument that our system over the years has 
tended to operate in terms of sort of the 
average family, and when we get beyond this level, 


the wage system does not effectively operate. 
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: COMMISSIONER PERRY: This is true of 
z the English scheme, is it not? There is no pay- 

: ment for the first child. 

‘3 MR. BAETZ: Isn't it true if the wife 
. has been working up until the time of the birth of 
: the first child and is forced to leave the labour 
f market because of the baby, that there is an undue 
s hardship in the family? You think maybe for the 

? first child you could argue that there should be a 
w greater allowance for it? 

DR, HOUGHAM: Yes, 

e COMMISSIONER PERRY:: If you sit ona 
: Royal Commission long enough, you realize almost 
- anything could happen. 

E THE CHAITRMAN: How far would you go 
ig with this deduction in respect of education? I 

7 see you say, "However, until other public provision 
- is made to cover the cost, it is recommended that 
" expenses: (fees) for university education and 

a vocational training of dependents, as well as for 
° adult education and training, professional and 

22 technical, should be deductible in computing tax- 
23 able income," 

a4 May I take it the word "fees" limits 
. it to educational fees, and does not include costs 
= of living at the university or other educational 
a establishments? 
- We have had it put to us that 

se deductions should be permitted in respect of 

a7 vocational training, I think, and re-training; 
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1 
2 not only fees, but also living expenses for that | 
3 time, and I think it has even been put to us this | 
4 should be permitted in respect of university 
5 education. You don't go that far? | 
6 DR, HOUGHAM: Our committee simply 
7 did not discuss it any further in relation to 
8 fees. 
9) MR, ALEXANDOR: This would depend on 
10 the availability of the institution or the teaching | 
11 centres. It has got to the point now where I sup- | 
12 pose 65 or 70 percent of the population of Canada 8 | 
13 within a reasonable distance of the university to | 
14 the point where the student could live at home. | 
15 This is not necessarily so of 
16 vocational training. 
17 || 
18| 
19| 
2 
21 | 
99| 
23 THE CHAIRMAN: Can you tell us 
24 | whether the cost of schooling for retarded 
x children is soon to become acceptable as the 
96 | public's responsibility? Is that not done -- 
a MR. STUBBINS: It varies province 
28 | by province. My guess is it will soon be in 
99 Ontario. The Ontario Government now virtually 
_ 30 pays for the cost of teachers, but they are not 
paying other costs. 
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THE CHAIRMAN: Are there any other 
social deductions from income for tax purposes, 
which we have overlooked? Those which we have not 
yet discussed? That point which:taxation should 
commenge, you have not expressed any views on that. 

DR, HOUGHAM: I think we have in this 
final section. I don't think we have expressed 
views specifically on the amount. It is again a 
question of identifying some of the relevant circun 
stances in respect to standard deductions at the 
bottom of page 36. 

THE CHAIRMAN: MES®Milne has a 
question, 

COMMISSIONER MILNE: It is rather a 
broad question, I thought possibly throuzh your 
Seetetiie you might have had something come for- 
ward that would deal with the basic amount. I 
think you mentioned this morning that in the United 
Suates studiés made on the minimal requirements for 
a family with two children -- a family of four -- 
would be $4,000. 

I think that the United States 
Statistics goes on to suggest for an individual 
living alone it would be $2,000. Also through one 
of our other groups, gettians the Canadian 
Manufacturers, in their publication, they suggest 
that in Canada our living costs are possibly 25 
percent below the United States standards. 

Now, whether or not that is true, 


I don't know, but I think the Chairman suggested 
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to us that the family allowance, let us say a 
family of four people, $2,000, add on the ex- 
emption for children, and add on family allowance 
which reasonably might be in the age group that 
would come to $180 a year, and we come to a figure 
of $2,880, which is approximately $3,000. 

What I am really getting at, through 
your Cound$1 have you had representation to suggest 
that this amount is insufficient, this minimal 
amount ? 

DR, HOUGHAM: No, we have not. This 
question of basic deduction in meetings I held 
across the country never arose as to whether it was 
an adequate level. However, I would like to make 
a couple of other comments, non-welfare comments 
in connection with this. 

One is a obvious one; that it is a 
question again of how you achieve the social goal. 
One of the effects, of course, is not just to in- 
crease exemptions for those at the margin, but also 
to increase those in the high income brackets. 

I think another important thing that 
has to be looked at here is what the effect of in- 
creasing the exemption is going to be in terms of 
the total number of taxpayers and the tax take be- 
cause @ lot of the income, as I suggested earlier 
in this discussion, comes fron. the low income and 
below level income groups. 

You don't have to cut off many people 


at this level to cut off a lot of people. That is 
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1 

2 a non-welfare remark, as:I indicated. 

3 MR, STUBBINS: If it is decided to ue 

4 exemption as a sort of way of Having the minimum 

5 non-taxable amount related to subsistence, we are 

6 going to have to do an awful lot of work in Canada 

7 about what is a minimum standard of living. We hae _ 
8 nothing here, No measurement of poverty. We | 
9 don't have any objective studies. | 
10 This $4,000 that was referred to is 

11 a very recent one, and it is based on a number of 

12 assumptions that may or may not be valid, so this 

13 is one of the points we would like to make: We do 

14 need this kind of research. 

15 MR. BAETZ: If you are still sitting 

16 two years from now, the Canadian Welfare Council 

17 will have a study on poverty, and this will give 

18 you some of this information. 

® THE CHAIRMAN: Will you have a 

20 poverty line? Will you have an idea of what in- 

1 come is poverty? 

22| MR, BAETZ: I would think at least 

el an attempt will be made to try to do this. It 

24 differs from region to region, and I am certain 

25 we cannot apply the American poverty line of 

6 $4,000 for a family of four. I think there is a 
oy | great deal of interest in this porvticular subject, 
28 just what is poverty and how much is there. 

29 COMMISSIONER PERRY: I would like 

— 30) to read your report, but I hope as a 


non-commissioner. 
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THE CHAIRMAN: On the matter of 
regional adjustments, I know that you don't say 
anything about that, and I presume you have not 
discussed it. We have, of course, across Canada 
heard that these deductions should be raised for 
certain parts of Canada where living costs are 
particular.y high Northern Canada and Newfoundland 
particularly. 

You have not commented on that, and 


I take it this has not come to you? 


COMMISSIONER PERRY: To me the more 
walid consideration here, it is not a complete ex- 
emption from Taxation that we are considering; it 
is just an exemption from part of the tax system. | 
In effect, all you are deciding is where the pro- 
gressive part of it will begin ceovapply, aft is 
awfully hard to think of it in terms of elimi- 
nating the subsistance level of income because 
then you have to start working your way through all 
the rest of the taxes to achieve the same purpose. 

DR, HOUGHAM: Until we have a lot 
more information than we now have, it is difficult 
to establish a rationale for making exemptions that 
in any way relate to social welfare. You. would 
have great difficulty in defending any amount; why 
this $1,000 or $2,000 for example, or if it were 
$2,500, why that? 

MR, BAETZ: Would there not also have 
to be a built-in adjustment to reflect the cost of 


living? 
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DR, HOUGHAM: An escalator. 

COMMISSIONER PERRY: It would have 
to be year-to-year and region-to-region I would 
think to be fair. 

THE CHAIRMAN: Thank you very much 
indeed. We have exhausted our questions, and I 
think we understand the content of your sub- 
mission fairly well. 

This has been extremely helpful to 
us, I might say, and we are very glad to get it. 
This is the first time we have really got ourselves 
into this particular area, and we were looking 
forward to this and we were not disappointed of 
course. Thank you, indeed. 

We will continue our reflections on 
this subject for the next several months, I am 
afraid. 

MR, ALEXANDOR: May we thank you, Mr. 
Chairman, for the interest that you and the lady 
and genlenen have taken ieeee brief. It has 
given meee things to think about too, and we are 
gratified to see that it has been sufficiently 
important to you to engage your attention for the 
length of time that it did. 

I hope we have succeeded in answer- 
ing most of the questions, although we have ob- 
viously ducked some. 

THE CHAIRMAN: That is quite 
understandable. 


THE SECRETARY: Mr. Chairman, 
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We have one brief to enter. 
The brief of the Canadian Association 
of Social Workers, which I enter into the record 
as Exhibit 282. 
That is all, Mr. Chairman. 
---EXHIBIT NO, 282: Brief of the Canadian 
Association of Social 
Workers, 
THE CHAIRMAN: We stand over until 


9:30 on Monday morning, 
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Monday, December 9, 1963. 
Ottawa, Ontario. 


---Upon resuming at 9:30 o'clock a.m, 


SUBMISSION OF CANADIAN FEDERATION OF 


AGRICULTURE 

APPEARANCES: 

J.M. Bentley, President, Canadian Federation of 
Agriculture. 

A.H.K. Musgrave, President, Ontario Federation of 
Agriculture, 

W.d. Parker, President and C.F.A. Director, 
Manitoba Pool Elevators Ltd., past 
Vice-President of Canadian Federation 
of Agriculture, 

David Kiri, Executive Secretary, Canadian 


Federation of Agriculture, 


Rated, Phillips, Research Director, Saskatchewan 


Wheat Pool. 

R.A. Stewart, A PastPresident of O.F.A. and C.F.A. 
Advisor on income tax questions, 

Dr. A. Lacasse, Economist, Canadian Federation of 
Agriculture. 

Lorne Hurd, Assistant Executive Soe hao 
C.F.A. 

Gordon Blair, C.F.A. counsel 


THE CHAIRMAN: Mr. Secretary how are we 
getting on for time? 

THE SECRETARY: We are right on. 

THE CHAIRMAN: We are ready up here, 

THE SECRETARY: Mr. Chairman and 
Commissioners. This morning we have a brief from the 
Canadian Federation of Agriculture. Associated with 
this brief is one which was entered into the record as 
Exhibit 199 on October 7th from the Canadian Cooperative 
Wheat Producers Limited. 


In the delegation this morning there are 
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members not only of the Canadian Federation of 
Agriculture but at the same time members of the Canadian 
Cooperative Wheat Producers Limited who wish to discuss 
certain aspects of their beer 

Mr. J.M. Bentley, President of the Canadian 
Federation of Agriculture is here this morning to say 
a words and will introduce his colleagues to you. 

I would like to enter this brief into the 
record as Exhibit No. 283. 

THE CHAIRMAN: Good morning Mr. Bentley and 
gentlemen, Mr. Bentley, you are leading this delegation, 
I understand. You are the senior officer of the 
Canadian Federation of Agriculture. 

MR, BENTLEY: I am the President of the 
Canadian Federation of Agriculture. 

THE CHAIRMAN: Thank you. We would be very 
grateful to you if you would introduce your associates 
to us and for my part will introduce to you the members 
of this Commission, whose names are before them. 

MR, BENTLEY: Thank you, Mr. Chairman, 
and Members of the Royal Commission. It is a real 
pleasure for us to have this opportunity to discuss 
with you some points which you may wish to raise with 
regard to our brief. I think first of all I should 
introduce to you the members of our delegation a nd I 
will start on my extreme right here. Dr. Armand Lacasse, 
Economist with the Canadian Federation of Agriculture, 
If you would stand up, Mr. Lacasse. Next to him is 
Me. R.H.Ds Phillips, Research Director, of the 


Saskatchewan Wheat Pool. Next is Mr. W.J. Parker, 
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President of the Manitoba Pool Elevators Limited and 
past VicePresident of the Canadian Federation of 
Agriculture, 

The gentleman who is going to lend some 
dignity to a farmer's presentation is Gordon Blair. 

THE CHAIRMAN: He is over doing it. 

MR, BENTLEY: On my left, Mr. David Kirk, 
Executive Secretary of the Canadian Federation of 
Agriculture. Mr. R.A. Stewart, Past President of the 
Ontario Federation of Agriculture and C.F.A. advisor 
on income tax questions, Next is Mr. A.H.K. Musgrave, 
President of the OMtario Federation of Agriculture and 
C.F.A. director and Mr. Lorne Hurd, who is Assistant 
Executive Secretary of the Canadian Federation of 
Agriculture in Ottawa. 

I think that completes our group. It 
should be noted, as the Secretary has already intimated 
to you, that there is also a submission of the Canadian 
Cooperative Wheat Producers Limited before this 
Commission at this time with respect to but other than 
the concept of cooperative taxation. 

It has been previously before the 
Commission in the latter connection with the Cooperative 
Unions of Canada. W.J. Parker is the spokesman for the 
delegation for this submission of the three Western 
Wheat Pools. 

The views expressed in this brief result 
from the policies over the years of the Canadian 
Federation of Agriculture. Also we have had two 


extensive discussions on tax questions by the National 
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Board of Directors of the C.F.A.; a national meeting of 
representatives of members to review our brief. 

Mr, David Kirk, the Executive Secretary of 
the C.F.A. will be the chief witness for the delegation 
but the other members of the delegation will make their 


contribution from time to time and, of course, are 


available to answer questions which the Commission may 
wish to direct to them, 

Thank you very much, 

. THE CHAIRMAN: Thank you, Mr. Bentley. Before 
we move to the tax question, I would like to know a little 
more about your association, 

I see that it represents a great number of 
organizations which are listed in Appendix A on a 
regional basis, provincial, I think, would be more 
accurate, 

Do I conclude that these associations are 
each themselves members of a provincial or regional 
organization and the regional organizations are members 
of the Canadian Federation or are ali the organizations 
themselves members of the Canadian Federation? 

MR, BENTLEY: No. The way we operate in 
the main is we have provincial federations for each 
farm organization, In the provinces the farm organizations 
are federated in one group. Then the provincial 
federation is a member of the Canadian Federation of 
Agriculture, 

We have another category where say the 
United Grain Growers, for instance, have an operation 


in the three Prairie Provinces and joins as a member in 
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its own right as does the Dairy Farmers of Canada. 

This is another example of that but 
basically they are members of the provincial federation 
and then from that, the Provincial Federations are 
members of the Canadian Federation of Agriculture, 

THE CHAIRMAN: So then you have in addition 
to your provincial members, listed introprovincially, 
you have a list nationally. Is there any significance 
to that distinction? 

MR, BENTLEY: Not particularly except in the 
case of the United Grain Growers and the Dairy Farmers 
of Canada.. 

These are two national organizations which 
come in with us right at the national level rather 
than just through provincial federations. 

I should also point out that the United 
Grain Growers also are members of the Alberta Federation 
of Agriculture. For instance, they have a right to go 
into the national and they do. 

THE CHAIRMAN: So when you prepare this type 
of submission, you are guided in it by the representatives 
of the provincial associations and the national 
organization who, if they wish to, may revert to their 
own members but probably do not. 

MR, BENTLEY: They would make up national 
policy and have a right to work through the Canadian 
Federation of Agriculture. 

THE CHAIRMAN: So when you have these 
discussions, I think you said, at a general meeting or 


a meeting which the members attend; I presume that 


. Dy vain 
ricintarbith (aténsrong CA: 


qe Sta BruRterebek ope eae area ee 
ote & wabrga hi) poly acabey 2 vague: 
| aN ot si bbe NZ OVeA fee fart Oe MAMSCLARO ae 


tiptoe. setat Pode tr , 2 20datem, betbatvong * Ite, Te 


7 oa 


». -_ 
ra <a 


oT pyiteltinghe Yne wxeds ot .ettenoigan debi, a ovede le 
‘ { hea 
tnoldouldénre saad ‘ay. eo 


' ajc a2 iqeouoe yltalnolived Gok » YOu Te ae : 


RKcrehecd vile ei? Doe ateworD atecd beving. og? Fovssas | 


| 
) hae. Te ; 
| Seite €a6o!)%astdinese Laserldait aug. oir seeaT “b} 
| raider level Lewolvat ef2 fe dogts, ew tivial eames) 
. eccliswmial Indorkvow oyvots? Saul raiis 

i 


pes itd ed? ead? Juo gaio)] oale Hlirotia . 
| vqoLigeehel eteoita ad2 to acedaan eca)oalh exoneTd mieed | 
; Gz o¢ Udgin a pved yord.~eotatant mt setire oleae to 
. of Kod? . Bcte Lanoltan. sxtat Qve£ 
| saey eldd-etaqear vee qudiiws. sAMTTANO SAT 

evidarnstewea sav,¢d OL 82 Ceblwe 948. vot ,acltesiadus tw 

Lemtesn otf boe..esatdalooens. fatontverg sig “Io q 
ife%8 oF Snevey Yam, po? sahw. cota is. ori bt tansaeieel | 

,4o0. ob -yldadetq cud atadand nee 

LpAeitie ae “hia Skeow, yoet. “Yass. am . 
skiers wit Ayuogid eowod ddgti o event bas qeltey 
eauativossga. Sy sontnannas fh 

‘ weed eel, wor god on 1H AMALAKS ut | ok G ) 


to gtivony £67 & eis ae | : t 
Yacta nnd stench = a 


—_ _ 
2S a 
is ’ 
od 


ho -_ 7 _ ey P =a) 7 eit 


ANGUS, STONEHOUSE & CO. LTD. 6367 
TORONTO, ONTARIO 


those in attendance were people who came from provincial 
organizations, 

MR. BENTLEY: That is basically true, yes. 

THE CHAIRMAN: So that really with the 
Armstrong Cooperative Egg and Poultry Association, they 
are a member of the B.C. Federation which in turn is 
a member of your Federation? 

MR, BENTLEY: I think that is right. They 
are directly a member of the British Columbia Federation 
of Agriculture and have a right to then be represented 
by the Federation at the national level. 

THE CHAIRMAN: So they would pay their dues 
to the provincial organization? 

MR, BENTLEY: That is right. 

THE CHAIRMAN: And the provincial organization, 
in turn, would pay its dues to you? 

MR, BENTLEY: ‘That is’ correct, 

THE CHAIRMAN: I would like to then deal 
with the profitability of farmers or the economics, the 
income position of the farmer's income, which is the 
way you describe it in your submission on page 8, 
paragraph 26, and I think what precedes that. I was 
quite surprised to find that the real realized net 
income per self-employed in the farm labour force 
increased 10.4 per cent in the period from 1949 to 
1962. 

10.4 per cent is based on adjusted dollars, 
I think but in view of the fact that there has been 
a very great shrinkage in the farm population, I presume 


that there has been an increase in the average size of 
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farms during that period. 

I think it is rather startling to find that 
income has only gone up 10.4 per cent. That is, you 
people say it is startling. 

BR eaKIRK:.. That Ls aright ; Our point is 
this. 

THE CHAIRMAN: Why is that? We have been 
going through a period laterally when prices of most 
commodities have been good, 

I think I would have been conscious if prices 
had not gone up proportionately to other prices so I 
do not understand why the national income has gone up 
so much per capita but the farmer's income has gone up 
so little. 

MR, KIRK: Mr. Chairman, the fundamental 
reason for this is the amount of resources in 
agriculture, particularly human resources combined with 
a real increase in productivity in agriculture, which 
has been very rapid. 

It has been said that there has bem a 
chronic tendency to over produce in relation to the 
market and the economic adjustment that has taken place 
through a decline in the number of farms and certain 
other types of adjustments. 

For example, perhaps in some cases such 
as extensive farms of agriculture, like beef projuction, 
there are many forms of adjustment but fundamentally 
the form of adjustment has been a combination of a 
reduction in the number of persons employed in 


agriculture plus the restriction through the lack of 
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returns in exploiting the full potential of Spa atees tnt 
That is true. I don't think that has been exploited and 
the process of adjustment as a mechanism is a quite 
Simple economical one, It is one of reduction of 
returns so as to discourage production and this is 

the reason returns are low essentially; because it is 

a process of economic attrition, 

THE CHAIRMAN: I can understand over 
production for the domestic market, That is not a very 
difficult concept. After all Canada can only consume 
a certain amount out of a very large production. 

You mention a proportion here is exported. 
What is it, 20 or 25 per cent? 

MR, KIRK: Something like that. 

THE CHAIRMAN: I would have thought that that 
would have necessitated a shift into these commodities 
which can be exported and hence reduce the production 
of goods for the domestic market and increase the 
supply of goods for the overseas markets and hence avoid 
over production, After all we are talking about a long 
period of time, are we not, between 1949 and 1962, 
fourteen years. 

MRS eke nae is Sen. 

The position has been of course, with grain, 
for example, there has been over a large part of that 
period, I do not think quite all of it, but the bulk of 
it a very heavy over-supply of grain for the world 
market and not only that but there have been measures 
taken by almost every importing country, in one way or 


another, to control and limit the import of product into 
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their countries and quite simply the market has not been 
unlimited. 

Any attempt on our part to have exported 
increasing quanities or unlimited quantities would have 
Simply seem destructive and the price would not have 
benefited our income position. 

THE CHAIRMAN: Hew about beef? We export a 
good deal of it, do we not? 

MR, KIRK: We export a good deal of beef, 
yes, to the United States particularly but there has not 
been an increase in the price of beef to a higher level 
now than it was at the beginning of that period. 
Nevertheless, there has been considerable stability on 
beef prices and I think that it has been one of the 
products in which the demand is most bouyant. 

On the other hand, there has been a shift 
into increased beef production. 

The production of beef animals is not a 
product into which one shifts easily. It is not like 
hogs and particularly it is limited by resources of the 
kind of land adapted to beef. It is g more expensive 
type of farm agriculture. It takes a lot of capital. 
It is not an easy transition to make for a producer, 

It is a slow process. 

MR, BENTLEY: Pardon me. May I point out 
that I think beef prices in North America, that is 
the United States and Canada, are actually higher than 
the world prices so the only place to which we can 
export beef is to the United States. There is really 


only one market, Canada and the United States. We cannot 
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export to Europe for instance to compete with the 
cheap Australian and New Zealand and Argentinian beef. 
I don't think that is possible. So the North American 
market is all we really have. 

THE CHAIRMAN: I presume that the United 
States is self-sufficient in beef? 

MR, BENTLEY: No, not entirely. Ieee neie 
market is a little higher than ours, beef goes across 
the line. On the other hand right now there are hogs 
coming into Canada because our prices are a little 
better than theirs so there is movement back and forth 
depending upon who has the higher price level for hogs 
and cattle, 

MR, KIRK: » Mr. Chairman, at this time may 
I point out there is ‘bua uneasiness in the United 
States importation of beef to Canada, just at this 
particular time. aids haaveaiey place recently. Their 
farmers there are faced with the same kind of 
consideration as we have outlined with respect to 
income and from time to time there are some groups who 
ask questions about the protection of their position, 
bat I think that on the whole it is recognized in both 
countries the best position to leave the beef industry 
in is with the North American market. 

THE CHAIRMAN: Your position is that the per 
capita income of farmers is distinctly low, compared to 
the other people in the Canadian community. Am I 
right ? 

MR, KIRK: That is correct. 


THE CHAIRMAN: And the correction fcr chat is 
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generally thought to be larger farms, I believe which 
is in the main the movement of farm population to urban 
centres, which has been proceeding for quite a long time, 
I rather gained the impression that that is what the 
farmers like as a way of increasing the per capita 
income. Am I right? 

MR, KIRK: . They do not think it is uniform. 
One of the major questions is precisely the question of 
whether to depend upon this process of adjustment, 
esonomic attrition and adjustment as a solution, 

There are cae things farmers do not like 
about this. One is that it is painful and they feel 
unjust, I think, for that very reason. The second is 
they do not know how long it is going to go on, There 
is no end in sight. 

One of the ma jor questions is whether there 
should be Liepaewantcaiee wens process through some form 
or type of price marketing, planning and control which 
may be the right direction to take to get away from 
this continued economic attrition. 

MR, PARKER: That is not entirely true in 
Canada. It is true in most of the other western 
countries proportionately. 

Traditionally the fact is that the urban 
areas are gradually replenished from the rural. 

THE CHAIRMAN: I think so. 

COMMISSIONER WALLS: That is where they 
get the smartest people, 


MR, PARKER: I did not want to put it that 


way necessarily. 
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Many farmers are attempting to level up 
their income by having their wives or members of their 
families working at other duties such as nursing or 
school teaching. 

I think we have noted this on page 6 here, 
It is an increasingly important fact in establishing 
this, not farm income, but what we call inherent. 
income, 

THE CHAIRMAN: Of course, this is true of 
the whole population, I think. I don't know whether 
it is more true of hee erat other people. I wouldn't 
imagine so because there is increased participation in 
the labour force by married women, It is going up all 
the time as a percentage, 

Mw PS ee delighted to hear you say 
that. In the continuing discussion of farm income 
it is said the ngetbteenaiie have presented it here is 
misrepresented because of thatfact, which is a real 
fact, of course. As you. point out farmers are not 
the only ones who have this, 

THE CHAIRMAN: It is partly economic and 
partially social, I think. I believe the average 
matrimonial age has decreased which has tended to cause 
younger female married people to work. 

MR. BLAIR: - If I could offer a non-legal 
opinion, one of the differences is in the farming 
community it is the farmer himself who does the moon- 
lighting. In the parts of the country I know you find 
large sections where no person is regularly engaged 


full time in farming. The men are out at other jobs and 
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Maybe members of their families and their wives are also. 

THE CHAIRMAN: You have some statistics with 
regard to this in the submission, 

MR, BLAIR: 7 Yes: 

THE CHAIRMAN: I think it is on page 6, 

MR. KIRK: Seventeen, 

THE CHAIRMAN: Seventeen, is it? 

MR. KIRK: Page 6, 

THE CHAIRMAN: Page 6, paragraph 17. It 
shows that’ something like one-quarter of the farmers 
are doing something else. 

MR, KIRK: For more than forty-eight days, 
but by no means all the year. 

THE CHAIRMAN: That sounds like a lot, one 
out of four farmers spending forty-eight days off farm 
work, ere 

COMMISSIONER WALLS: Is it not a fact 120,000 
of your 480,000 are non-commercial farmers earning less 
than =$2,200.00 so they would force that percentage to 
go up. 

MR, KIRK: . There are a great manyunits 
in the consensus figure of the number of farms that 
in farming terms are very small. 

THE CHAIRMAN: Are these $1200.00 professional 
farmers for the most part -- semi-professional? 

MR, KIRK: They are classified in the concenu 
as non-commercial, as non-commercial. 

THE CHAIRMAN: That means a person with a job 
in a factory who has a few acres. 


MR, KIRK: No, it doesn't mean that. It mean 
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— the definition comes solely from the income of the 
sales not from the actual fact of the work. ions 
evident from the study of statistics that there must be 
a good many of those who in fact are exclusively 
engaged in farming. I mean a. comparison of various 
statistics :}.-. 2 I forget precisely how it goes, but 

to tell you the truth, I have done this and find there 
is some you can't precisely put in this non-commercial 
category, but if you took only the real farmers the 
data wouldn't make sense, 

COMMIESSTONER GRANT: Will you have any 
comment to make on the accuracy of this definition that 
has been followed in taking the census through 
the years? How long has that definition been in 
existence and is there bie need for changing that in 
your opinion? | 

MR, KIRK: This is a difficult question Of 
course it has been discussed by our people, From the 
strict point of view of defining farmers who are 
Significant in the business of farming, then, of course 
it is the wrong definition, This isn't the only 
purpose of the census. The purpose of the census is 
to describe the situation of the economy. If you define 
the farming in terms of too large a size then you 
eliminate ‘au whole range of activity in existence. 
This is a problem in the census. It defines sales 
This is one of the problems. There was a change in the 
definition last year. What ‘was that -- I have 
forgotten, 


COMMISSIONER WALLS: Was it four acres with 
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$250.00? 

MR, KIRK: It changed the definition so that 
you had to have, at least, $250.00 worth of sales to 
be a farmer even if you had more than three acres, 
Before that if you had more than three acres you were a 
farmer. Just that requirement, that change, eliminated 
40,000 farmers, That means there were 40,000 with 
more than three acres and less than $250.00 worth of 
sales. That is a large body of people. 

Hes CHAIRMAN: Thank you. I used to be one 
of those people ysis I fever qualified as a farmer. 
On page 8 I observe the relationship of income to 
invested capital in the farm which you speak about, 
investment needed for a'farm calculated to return a 
reasonably comfortable Livahe, so that $6,000.00 net 
per year, would be more: itke $60,000.00 to $100,000.00. 
I am rather suspicious Gone er this $60,000.00 to 
$100,000.00 is concerned with living. Does that figure 
include the house and it incitides the é¢quipment in the houpe 

so if one took those and assumes that would '! 

exist for.. somebody else who is not a farmer and who 
Spent on those things we have got down what capital 
would be for the productive effort, am I right? 

MR, KIRK: I think there is a factor there 
I would admit, but to the bulk of the farmers it is not 
very significant. It would be significant in some 
cases, yes. 

THE CHAIRMAN: I would have thought that it 
would be, I would think they would keep the money 


and put it in government bonds and would be better Ori, 
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MR, KIRK: There are two points, In connectio 
with the valuation of the house I think, in fact, the 
farm value tends to be quite low in this calculation. 
On the second point you raised, of course, the truth is 
one of the factors in this is the value of that land, 
and quite obviously if everybody tried to get their 
money out on the basis you suggest the value wouldn't 
be there very long. The demand for land by people who 
want to farm to some extent keeps the valuation there. 

_ THE CHAIRMAN: I think to relate these two 
figures some kind of ea Geenent should be made, I 
suppose it is anybody's guess what that adjustment 
should be. Nobody would have any idea how much of 
the $60,000.00 to $100,000.00 might be applied to 
ordinary living costs bi thor than production, 

VR, STEWART: You are talking here of 
capital valuation Be i Soe to living expenses. 

THE CHAIRMAN: I am trying to relate the 
income to the capital required to projuce the income 
as one does with mat businesses and I would say that 
I think the capital required as I have it in paragraph 
24 must extend beyond just producing income, I would 
assume that it does, 

MR, KIRK: I think the amount would tend to 
be low, quite low. JI would think on the basis of the 
way, of the estimate of valuation that the amount 
by which the total valuation is affected by the house 
is not large, I think it would be in the $10,000.00 
category in the vast majority of cases. 


MR. PARKER: If I may interject, I think 
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the analysis is correct. If the farmer doesn't like 
farming and doesn't prefer to live in a rural area and 
raise his family he would be very foolish to stay. If 
he is intelligent enough to ae today he can't 
afford to invest $100,000.00 because he could do far 
better to invest in government bonds if he trusts the 
government. 

THE CHAIRMAN: I think the figures indicate 
that he has a relatively good way of life, not « 
social benefits, not economic benefits. 

MR, PARKER: That is right. I think he 
tends to ignore return on capital. In Alberta we have 
the Cost Accounting Management Service provided for 
farmers, There is a laboratory set up and there are 
about 80 farmers. They are paying to do it. They 
analyze those accounts. . I know the ones who are 
staying on the farm, + wasoiaat: get them off. 

THE CHAIRMAN: Mr. Kirk? 

MR, KIRK: At the same time the desire to 
live on farms - it isn't quite as simple as this, the 
investment and the occupation are tied together on the 
farm, They are not divisible. There is a real factor 
in terms of experienceand training that affects this 
situation, If he starts a farm, particularly if he 
has reached maturity, middle age in his occupation it is 
not so easy to say I will take my money and invest it. 
Then what does he do? “You neéd quite a large investment 
to live if you don't have a job. 

COMMISSIONER WALLS: Isn't it the fact the avepage 


cage. of all farmers in Canada would be over fifty 
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1]| which makes it rather hard to make any adjustment. 

2 THE CHAIRMAN: I wonder if that is a fair 

3] statement. My father became a farmer at the age of 

4| fifty, a professional farmer, not a hobby farmer. He 

5| had to earn his living at it. 

6 MR, BENTLEY: Maybe it is easier to make that 


7) adjustment that way than the other. 


8 THE CHAIRMAN: I think perhaps that may be 

Oi) Crue; I don't know what that proves, if anything. 

10 CORSO. ON ATL eee QE ele ce eerie 
11 LU Cree RieeO, TAO DOLLY. APG 

12 MR, STEWART: Along with his investment it 


13] has provided him with employment and recreation and a 

14|| lot of other things that he would have to pay for in 

15| addition if it was just investment. 

16 THE CHAIRMAN: That is quite true. It provides 
17|| benefit beyond the economic and visible benefits, there 

18] is no doubt about that. 

19 MR, PARKER: That is right. 

20 THE CHAIRMAN: I am interested to see for 

the most part you concede that the tax system is not 

bad. You recommend recognition of the” 

; social principles as well as economic and 
technical issues -- are you conscious of any social 
matters that affect the farmers which are not properly 
taken care of in the present Income Tax Act? I 
can't remember you drawing attention to any in 
particular? 

MR, STEWART: I am sorry? 


THE CHAIRMAN: I am looking at your paragraph 
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No. 31 where you draw attention to the fact the 
Commission must give explicit recognition to the 
profoundity md difficulty of the social, as well as the 
economic and technical issues. I am asking you if you 
are directing us to’ any social issues in your area 

which are not reasonably provided for in the present 
method of taxation. I think you have perhapa mentioned 
it with regard to sales tax. I can't think of any others 
in your submission, 

MR. KIRK: Well, first of all our principal 
point is that there must be given explicit -recognition 

THE CHAIRMAN: Yes. 

MR. KIRK: This does not necessarily involve 
the fact that there are inadequately met, but I think 
that there are some fields in which our organization does 
feel at the moment that these are inadequately met, and 
I think that for example it is within the field of 
education that there is a consensus among our people 
that there are too many areas in Canada, many of the 
rural areas that are disadvantageous educationally. 

Apart from this further question of the tax burden it 

is a question of property tax, the provision of the 
service, I think that it is the consensus in our 
Federation that it is demonstrable that the wide range 
of tax expenditures on educational accomplishment shows 
inadequacy and that rural areas are if anything 

sharply hit with respect to this. 

THE CHAIRMAN: That surprises me. I rather 
thought Canada was quite outstanding in providing 


schools throughout its whole land. There are some pretty 
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obvious deficiencies, are there? 

MR, KIRK: There are very wide differences, 
L amosorry, I don't have the figures. There are wide 
differences in the per capita expenditures, per pupil 
expenditures for education from province to province. 

THE CHAIRMAN: We have seen these. 

MR, KIRK: There are wide differences in the 
results, not perfect correlation between dropout and 
these levels of expenditures. Again I don't have the 

detailedfigures before me but in regard rural areas and 
the educational demands of students in the past, we 
think there is a great deal of room for improvement 
in terms of the number of years of schooling, just that. 
I think that we favodall have increasing recognition 
in Canadian agriculture that the whole field of what 
might be broadly called vocational training, vocational 
in quite a broad Sense, 1s one that is going to need 
increasing expenditure, 

COMMISSIONER GRANT: You wouldn't subscribe 
to the view, Mr. Kirk, that the knowledge which a 
child is given the opportunity of assimilating is in 
direct ratio with the amount that is spent by the 
municipality in educating that child, would you? 

MR, KIRK: I think you couldn't maintain a 
perfect correlation of this, perfect correspondence, 

I think the data shows there is no perfect correspondence 
in interprovincial finances, 

COMMISSIONER GRANT: In other words one 
province might pay $450.00 per pupil and another pay 


$275.00 per pupil as cost of education but what that 
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pupil gets is not defined by the amount spent? 

MR. FOIRK: . Yes,.2I think .1t would probably 
be going too far to put any limit on, to say it is 
merely a matter of money. On the other hand you can't 
get away from the fact either that 
any business that depends on the provision of facilities 
in the excellence of teachers, and in the world where 
there isn't such an enormous over-supply -- there is an 
under-supply of the best quality of personnel that money 
does help. +t don't, think. there is.any«doubt about it. 

THE CHAIRMAN: Is this what you mean by 
paragraph 31, the Commission have regard to the 
profoundity and difficulty in the social as well as the 
economic and technical issues -- I would rather have 
thought you were speaking of the impact of taxation 
and social effects of the impact rather than the effects 
which come about from government expenditure, am I 
PIght.? 

MR. KIRK: Well both. 

THE CHAIRMAN: Both, 

MR. KIRK: I think I should re-emphasize 
our asking for 'government..supporthas’ been 
make recommendations and judgments with respect to what 
expenditures should be. 

THE CHAIRMAN: Right. 

MR, KIRK: Our point was one can't have a 
tax policy without recognition of the elements of 
social -equity and necessities of expenditures that 
go to that decision. That is our main point. All 


these public: expenditures, you know, it is increasingly 
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Clear thatrational understanding of the relationships 
between expenditures and tax and all the reasons of 
certain taxes that might or might mt be imposed is 
essential to develop a good tax element in the country. 

THE CHAIRMAN: I think perhaps I have come 
to the point where I will take issue with you in the 
matter of income and sales taxes. I see in paragraph 35 
you say: 

"It should be kept in mind 
. that the income tax is adaptable 

to any desired degree of progression 

in rates, Present rates of 

progression need not be taken as 

given. It is a counsel of despair 

and bad public policy to say that 

resort must be had to sales taxes 

in order to sbscure the real 

incidence of the tax increase from 

th public", 

I don't know if that is why one would have 
to resort to sales tax because one could well resort 
to sales taxes and make them perfectly obvious where 
the consumer could see he is paying them, 

We will, of course, have to weigh the extent 
to which income should be taxed and the extent to which 
Spending should be taxed and I have an idea that in view 
of our former discussion the impact of income tax on 
farmers may be different than it is on other people; 
that if the farmer by his activities receives benefits 


other than income and the cost of these benefits is in 
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fact a deduction in ascertaining income on which he is 
taxed, his tax base tends to be lower than the rest of 

us whose income is determined and include monies which 

are not deductible for tax purposes; they are expenditures 
for recreation, health purposes, holidays and golf and 

so on and so forth in which the farmer is not interested, 
He has got them all there and then. 

I would have thought that the farmer therefore 
measures his income for tax purposes at a level at which 
the rest of us do not measure them. 

That being so, I can understand that the 
farmer might stress income tax may be against a sales tax 
or am I being unfair? 

MR, KIRK: Yes, I think that perhaps. It 
seems to me that it is a very dangerous proposition to 
make assumptions of what is an intangible income factor 
to the farmer that presumably other people just plain do 
not have because I think, in fact, other people do have 
intangible utilities, if you like, attached to their 
work -- all kinds of them. 

People select the work that they like. They 
do it all the time, as opposed to something they like 
less, 

I think in the urban context you have a 
greater opportunity to make these choices. You have a 
greater range of choices and I think that also -- while 
I think it is undoubtedly true that the farmer likes 
farming I think that also it is not fair to attribute 


a value to this. 


First of all, they not only like their farm 
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they are in a position where this is what they know. 

This is, I think, not quite the same thing 
as attributing something that someone wants to do for 
many grew up perhaps in that environment and with that 
life; but to say that therefore he is actually making 
more income than the urban people, and measuring it on 
a money basis, strikes me as an exceedingly doubtful 
proposition because you are right into the whole field 
of intangible benefits. 

I suppose, you might argue that a mathematicialn 
who loves figures, loves mathematics, should pay a very 
high rate of taxes, He is so thoroughly happy in his 
work, 

THE CHAIRMAN: Did you ever hear of a hobby 
mathematician or a hobby lawyer or a hobby chartered 
accountant? I have heard of hobby farmers, There 
are people who are attracted to that type of recreation. 

Certainly my friends who get into it pay 
an awful lot of money for the privilege of farming. 

MR, STEWART: If a farmer spends his 
Saturdays and Sundays milking cows or cropping his land 
and doing work around the farm instead of going out 
and playing gofl or having a cottage one hundred miles 
away, then anything he earns during that period accrues 
as incom, That is the position of a lot of farmers 
today. It is the long hours they put in. You cannot 
shut your cows off at 5:00 o'clock on a Friday evening. 
They have to continue working. 

Anything they make over that period is 


accrued as income while the other fellow is spending his 
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income and enjoying himself, 

MR. MUSGRAVE: May I point out, Mr. Chairman, 
my neighbours in the towns and villages hunt over my 
farm. 

THE CHAIRMAN: They what? 

MR, MUSGRAVE: They hunt over my farm, but I 
pay the taxes, when you are speaking of intangible 
benefits, 

THE CHAIRMAN: You would prefer to do what 
you are doing than do what they are doing, I take it? 
You would prefer to milk your cows than to carry a gun 
over your farm, 

MR. MUSGRAVE: Well, it is mt a case of 
preference, It is a case of what has to happen, 

MR, STEWART: I think we have to keep a clear 
distinction between what you mean by a jobby farmer. 

We are talking about people who are making a living on 
their farms and the other is a sort of extraneous 
consideration. 

THE CHAIRMAN: The only reason I put that in 
wasS aS an argument to say that the professional farmer 
gets an advantage out of the farm that I think is 
denied to most other members of the community. That is 
evidenced by the fact that people go in for farming as 
a matter of recreation whereas they do not go for the 
sort of work that I do as a matter of recreation, 

This is merely an argument to support the 
statement which I made that you are getting other 
advantages out of farming than income. I am not sure 


that you should not pay taxes on the other advantages. 
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That is what I am coming to. I think this is clearly 
arguable, I think perhaps you have had the best of the 
argument so far. I am not sure, 

COMMISSIONER GRANT: On the other hand there 
are lots of professional men who engage in such 
activities as painting and do so as an outlet for their 
recreation, 

MR, STEWART: That is right. 

MR, KIRK: I mean, if you are going to make 
tax adjustments for this kind of thing, it seems to me, 
I don't know where you would end up. 

It is true some people like to own land and 
take pleasure in doing so apart from their regular 
occupation and may be doing some of the work themselves 
but to use this as evidence that there is therefore 
Some intrinsic value in farming and that farmers believe 
there is an intrinsic value in it in the sense that 
the farmer likes it -- you have a great many people in 
the cities who very much like being in the cities -- 

I just think it is a very doubtful proposition, 

THE CHAIRMAN: Mind you, you have directed 
our attention to the social as well as the economic 
aspects here, 

MR, STEWART: I think there has been an 
attempt to sort of take this into consideration and 
recognize the non-economic incentives of agriculture 
by eliminating the losses which can be charged against 
other income. This attempt, I think, to sort of | 
eliminate the possibility of this sort of thing is quite 


effective in most aases. 
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THE CHAIRMAN: Yes, I think so. 

MR, KIRK: The farmer is also paying a lower 
income to start with. If you add that to the tax 
structure you are doubling the disadvantages, are you 
not? There is also disadvantages before you get into 
the tax question at all. 

THE CHAIRMAN: I am just doubting in fact the 
disadvantage to the extent that it is generally 
presented, I do recognize there is in fact disadvantages. 
At least, I think I do. I don't think it is quite 
measured by statistics, I think the farmer has got 
advantages which cannot be chalked up on the cash 
register, 

MR, STEWART: One of the things we found 
comes up in our meetings is the function of the farm 
wife in this whole field. In many cases the farmer and 
his wife performs this operation and in fact the income 
all acrues in the husband's name, 

I know that this applies in small businesses 
and in many other areas. This is a complaint of these 
operations which are basically family operations, that 
there is not any particular recognition given to the 


function of the farm wife in the operation. 


THE CHAIRMAN: You mention that with estate 
taxes here. I thought when we come to that, we will 
deal with it. It is a very important matter. This is 
not the first time it has been brought to our attention 


under the heading of estates. 
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MR, STEWART: We know it applies in other 
Small businesses as well, 

THE CHAIRMAN: It is an important matter 
indeed. 

The other question with regard to income tax 
and farmers is, I suppose, the difficulty of measuring 


farm income, although I don't think it is as difficult 


now aS it was twenty years ago because farmers belong 

to marketing boards. They sell their goods through 
cooperatives and so on where they get returns. It is 
pretty easy to see how much money they have received; 
although I would have thought many of them must have some 
difficulty in arriving at net income for tax purposes 
because you cannot do that without keeping some kind of 

a set of books. 

Most people in economic activities have to 
keep some kind of books, You have an awful lot of 
members here who are very small and their bookkeeping 
must interest them very little indeed, 

Do you hear many complaints about the 
diffimity of keeping books, making up tax returns and 
80 on? 

MR. KIRK: This has been a continuing problem, 
of course, and a great deal of effort has been devoted 
to meeting this problem, I think, with a good deal of 
success. "Farmers and fishermen Tax Guide 
is one example with which Mr. Stewart has had a good 
deal to do for years with the development of that 
publication, When you say "Do we get complaints" - from 
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1 THE CHAIRMAN: From taxpayers. Do they say 
2) it is impossible to keep their books straight and make 
3] out tax returns and arrive at income for tax purposes, 
4 MR, KIRK: I cannot say for the rest of my 
5] delegation but I would say not a great deal, 

6 MR, STEWART: No, I think that is right. 


7| Fifteen years ago every time we would have a convention 


8] we would have a whole list of resolutions on income tax, 
9| This has practically disappeared. We have had very 

10/| excellent liason both with the Department and through 

11|| our farmers. 

12 Some farm organizations have employed 

13|| consultants to assist farmers in understanding these 

14|| things. 

15 In Ontario we have had public meetings 

16|| every year for the last fifteen years where top men from 
17|| the income tax along with top men from the Federation 
18|| meet the public and try to establish some uniform 

19|| interpretation of these different regulations and 
understanding of the procedures and processes which go 
into income tax returns, 

Farm accounting courses have been conducted 
by the extension department and as a result of all 
this, the resolutions are practically non-existent on 
income tax when we go to a convention any more. 

THE CHAIRMAN: At one time I think it was 
mooted that income tax should no longer apply to farmers. 
There should be some other tax substituted. I never 
knew what the other tax was simply because of the 


difficulty of arriving at income. 
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MR, STEWART: Well, I haven't heard of that 
for quite a while, 

THE CHAIRMAN: Not for a long time, 

MR, STEWART: No. Ithink they were talking 
of a tax or a sort of tax on farmers lands, which would 
be a most inadequate approach to it, 

COMMISSIONER GRANT: Would farmers report 
on a cash basis? 

MR, STEWART: The majority of them do. I 
think this. simplifies the accounting procedures and while 
it might vary a little from year to year through an 
accrual basis, I think the reason the income tax people 
accept it is that feel cventually they will catch up 
with any inequities that have developed. 

Cash accounting from year to year does not 
necessarily reflect farm business but over a period of 
time it will even up. 

COMMISSIONER GRANT: Most farmers adopt 
straight line depreciation, do they not? 

MR, STEWART: Most of them do, yes. 

COMMISSIONER GRANT: Do you find that the 
accounting services which have been provided in various 
parts of the country through the provincial federation 
has been used to an increasing extent? You know the 
services to which J refer. 

MR. STEWART: Yes, I do. Quebec have a iot 
of that right now, 

MR. KIRK: That is right. I am not familiar 
in detail with the way in which these activities have 


gone on, You know that the Union Catholique des 
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1) Cultivateurs, which is our major member organization in 

2|| Quebec, the membership organization employs. -- I 

3] forget the figure -- I think perhaps it is something like 
4|| 20 people engaged in income tax consultation services, 

5| which, I think, reflects the full acceptance of this as 

6| a part of the business of farming. 


COMMISSIONER GRANT: Yes. Some provinces 


are not 7. restricted on their limits for income tax 
consultation but include farm improvements. 
| MRIS 2 vex. 

MR, STEWART: And estate planning and this 
sort of thing, in Ontario we have never gone into the 
actual proportion of farm improvements, as far as the 
Federation is concerned, but have maintained a liason 
service whereby any questions or requests for assistance 
are dealt with more or less informally. 

We act as liaison between the farmer and 
the income tax department. We have not attempted to work 
directly with regional or district tax offices. We take 
the stand that if a farmer cannot get along with the 
people in the district office there must be something 
wrong in the relationship and we try to work this out 
with head office and reach an adjustment. I know the 
Farmer's Union had a tax consultant. 

MR, PARKER: They have a staff. They have 
retired bankers that have nothing else to do. They are 
employed for a short time to assist. 

COMMISSIONER GRANT: That may be good and 
that may be bad. 


MR, PARKER: I will leave it to you to 
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interpret. 

MR, STEWART: We have a number of accounting 
services in Ontario with different degrees of efficiency 
and effectiveness. There are accounting services 
available to farmers but they are not sponsored by the 
Federation, 

THE CHAIRMAN: Mr. Kirk, on page 13, paragrap 
(b) "a rising level of taxes (either absolutely or 
proportionately to national income" or proposals for 
such a rise, can and should be related to specific 
needs that have identifiable purposes. The purpose of 
such expenditures (whether welfare and income 
transferring, or economical and productive on a proper 
social and economic analysis) can, if understood and 
accepted by the public, have a real bearing upon the 
kind of taxes (proportional or progressive) that are 
in turn acceptable". 

You have in mind a kind of tax which should 
be segregated through national funds -- welfare, as 
you say, on the one hand -- and revenues raised by 


taxes, I take it, on everything in a general way. 
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Do you think it should be on a proportional 
rather than on a progressive basis, because I think that 
is what you are putting to us, There are some which 
I would think are the pooling of services for all of us, 
and as such represent only to a minor extent the 
transference of income, security of the aged is, perhaps, 
one. We all get something out of that. There is a 
transfer element in it. As such I suppose when there 
is a transfer nee eee inciteit tao fairgootbe.en a 
progressive. basis and when it isn't it isn't fair. 

MR, KIRK: Again our principal point was 
that the matter should be understood, the kind ofdecisions 
Cthat.are » «<2 being made, so that a judgment could be 
made by the public as to the whole of the planning 
process, When it comes to an amount the Federation 
feels it should be a rate of progression, I think we 
can say on the whole our Federation has favoured the 
concept that a rate of progression is equitable. Many 
of the tax rates -- that there should be an income 
transferance effect for certain major areas and 
social expenditures. Now, if you say how much,in a 
particular case it would be much more difficult. We 
haven't defined this in mathematical terms, nor do I 
think we as an organization really have a mandate in the 
terms of the consensus of our organization to go much 
further than the general statement of the general 
nature in the direction of our thinking, )This’is ‘a. question 

on which.the.)) most progressive ee a national 
consensus, Our point here essentially in which 


farms must participate -- our essential point is that 
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again the application, the difference made between the 
types of expenditures -- in general an improved level=- 
rieally our point again is improved level of public 
understanding and appreciation of the decisions that are 
being made and the reasons for them is essential to 
arriving at this final consensus on this question of 
Social policy which I said can't be simply defined 

once and for all at any particular time. I think it 
reflects the nature of society and the state of 
development. and certainly I don't feel in any position 
on behalf of the Federation to try and attempt an 

exact, idealogical definition of where we stand on 

the whole question. 

THE CHAIRMAN: Your paragraph prompted me to 
try and seek general principles. I think you 
successfully avoided stating any. 

MR, KIRK: I think I began by stating ina 
general way the degree is necessarily part of a system. 
I think that is inherrent. 

THE CHAIRMAN: It is a general principle. 

I concede that. 

MR, KIRK: But the degree is another question, 

THE CHAIRMAN: To the extent that transfer 
payments come into taxation I think you are saying they 
should be made by progressive taxation, are you, or am 
I putting words into your mouth? 

MR, KIRK: Transfer sotaeares 

THE CHAIRMAN: To persons, 

MR, KIRK: Yes, I think that has been our 


view, 
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THE CHAIRMAN: Yes, I think a, 

COMMISSIONER MILNE: Just out of the 
Chairman's last question, in paragraph 42 you suggest 
that the Commission should pinpoint the nature and 
significance of these public policy questions and you 
suggest that public information and education could be 
designed to assist. You do feel that there is something 
that could be done? 

HRY KIRKS Yes? 

. COMMISSIONER MILNE: In the way of public 
education, I mean. 

MR, KIRK: Yes. Our feeling is we tend to 
work a little at cross purposes in the development of 
public policy in this field. We don't relate our 
expenditure’ policy to our tax policy. We tend rather 
to avoid relating them and getting sort of a rational 
discussion of the decisions we make, We rather avoid 
that. 

COMMISSIONER MILNE: This matter of public 
information is such an overwhelming problem, the manner 
in which it might be accomplished. 

THE CHAIRMAN: When you raised it I must say 
I thought that your Federation could do great things 
with regard to the assimilating of information, and I 
have no doubt that you are. You speak about the need 
for taxpayers to understand income tax better. I am 
not too sure this is a job to be done on the public 
purse or whether it shouldn't be done cooperatively with 
government and organizations like your own, I think 


cooperatively it might be more successful. 
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MR KIRK (oYes ;o Dithinkethat-isctrues +: I 
think really our thinking is, of course, the question of 
how you do this in detail -- over the years, you know, 
there are many organizations who have responsibilities 
here as well as government and official bodies. Our 
thinking was, of course, that the Commission could make 
a very great contribution by laying a means of 
identification of issues and problems of this nature 
and greatly assist organizations like ours to go on with 
the job and. to ease the job by having «such analysis. ~;} 
such discussion as .is..mow before tie Commissiion. 

MR, STEWART: We have an organization 
involved with the tax division in Ontario in arranging 
public meetings and carrying them out. The Federation 
calls the meetings and arranges for the halls and all 
this sort of thing and this I think has been very 
useful, a cooperative effort twiththe Province of 
Ontario for the past fifteen years which has resulted 
in a uniform interpretation for administrative purposes 
of the Act, understanding it. 

THE CHAIRMAN: Yes. I am going to page 14 
unless anyone has anything further, 

COMMISSIONER GRANT: Before we get too far 
away, there is an observation in paragraph 40 which I 
would like to refer to. That the income tax is well 
adapted to bring about a quick and effective adjustment 
in tax. I am under the impression that the economists 
and fiscal experts don't agree with you, that they 
say income tax is rather a slow method of bringing 


about any adjustment, and if fisecal.1 policy is to be 
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1]| used to augment or adjust or influence the economic 

2) situation that it is most effectively used in such 

3|| things as sales tax rather than income tax. Sales tax 

4/| can be put on and be effective over night by Order-in- 

5] Council whereas income tax requires calling Parliament 

6| or passing an amendment to the Income Tax Act. That 

7|| all takes time. Also any amendment, I believe, is 

8| effective only the following fiscal year. 

9 MR, KIRK: Well, perhaps -- I must confess 

10| that I didn't think of the problems in the terms of 

11] legislation. This statement flowed from the point of 

12] view of thinking in terms of what you can do with it, 

13|| and assuming, I guess, you had authority. Certainly 
income tax could make a sharp, identifiable and known 
impact, known to the taxpayer very quickly upon his 

net disposal income position. If, of course, the questio 
of authority and legislative procedures is, if this 

is the situation and it is unchangeable then, of course, 
I quite agree it does affect this position, Whether it 
is changeable or not I don't know. 

THE CHAIRMAN: Would you like to comment 
on that, Mr. Blair? 

MR, BLAIR: I have been thinking of what 
the problems are, There is no reason that there has 
to be this immense time lag, no legal reason, It all 
gets bound up with practicalities of legislative 
programs, but there has been this tendency to make tax 
changes more or less effective for the following fiscal 


year. 
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MR. BLAIR: I am not so sure what was done 
in some of the dramatic tax changes made during the war 
years, I think they were made immediately and no time 
was taken to have legislation passed -- ‘they simply 
Started the system and put the Bill through quickly. 

COMMISSIONER GRANT: At the present time, 
Mr. Blair, you would agree that once a rate is fixed it 
is fixed by Statute and would have to be amended by 
Statute? 

MR, BLAIR: That is right, but that is not 
to say that the Statute couldn't be changed quickly if 
the public policy decided it was essential in the public 
interest to make this tax change. This could be made 
practically over night. Changes generally speaking 
date from the date of the Budget. 

COMMISSIONER GRANT: Some do and some don't, 
I don't think tax changes in personal or corporate 
taxes ever date from the date of t he Budget. 

THE CHAIRMAN: Sales and customs tax on 
exports. I am curious as to why you feel so strongly 
that sales tax should not be levied on foods. I can 
understand that up to a certain marginal extent, for 
social reasons it is not a good idea to tax food. There 
is a high degree to which it is considered to be 
essential. Beyond that essentiability I would think 
that it should be & taxable commodity as any other 
commodity, and certainly the point at which many of us 
are consuming it it would seem not only to justify 


sales tax but excise tax also. I think I would be bette 
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off if I was taxed on food, There is a point at which 
I agree that one can see justification for exemption. 
I suppose it is put on the basis, all food being 
exempt, because one has never found a means of exempting 
so many calories and taxing beyond that. If that is 
the only reason we may be able to find an answer to 
that. 

MR, KIRK: “Our first ipoint is. we think-—* 
it is a fact.  .<aAgreement with thisdais reflected 
in Canadian. law. There is a lot to be said for not 
putting a tax on this basic commodity of life. The 
need for food is separate from your income position, [It 
seems to me the validity of this position is stressed 
when you consider also the fact food is something 
everybody eats, that is to say there is no discriminating 
effect between groups depending on consumption habits 
to the extent you might get that with some other tee 
What you are doing, it seems to me, is eliminate «i 
2 sector of the field of consumption expenditures for 
the purposes we mentioned and that you are not creating, 
in doing that, it seems to me any great difficulties, 
Of course, it does mean for a given level of revenue 
you have to levy higher levels of taxation in other 
ways. What is wrong with this, If you were talking, 
for example, of liquor tax there are other considerations 
involved. You have sreneciieeendvasep a cheniccen 
consumption, It seems to me you sages nowairriculty 
'tovanybody. in this sector, everybody eats food, Your 
rate is adjusted in other areas to meet your revenue 
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1 THE CHAIRMAN: Do you know whether anybody 

2|| has ever studied and ascertained to what extent the 

3] value of food consumption is progressive. Did the Royal 
4|| Commission on Food Prices..... 

5 COMMISSIONER WALLS: The Royal Commission 

6] on Price Spreads. 


7 THE CHAIRMAN: The Royal Commission on Price 


8| Spreads of Food Products calculate as to what the 

9| value of consumption was by income groups. 

10 _ MR, KIRK: I think not. 

11 THE CHAIRMAN: I don't think I have ever 

12|| seen one but I might well have overlooked it. You haven't 
13|| seen that? 

14 MR, KIRK: I don't recall seeing it. 

15 THE CHAIRMAN: Because I suspect that 

16|| consumption is fairly highly progressive. I don't know. 
17|| You wouldn't have anything on the subject? 

18 COMMISSIONER WALLS: I think : ae ee 

19 on siuer ac 1 » above the $10,000.00 income there is 

20} no veeetian in the expenditures on food; in other words 
21| higher salaries above that level don't create any 

22|| increase in the value of food purchased, 

THE CHAIRMAN; There would be variation up 
to $10,000.00. That is pretty obvious. \ You haven't 
removed the thought from my mind that over and above 
a fair level of their consumption there is justification 
for sales tax as on anything else. WitHim-the lower 
limits I think it is not very difficult to accept what 
you have to say but above that I find it very difficult 


to accept. There have been suggestions made, not only 
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in Canada but in other places that rather than accept 
the whole range of a commodity in all its purposes that 
an allowance be made for the amount of sales tax which 
was paid, assumal to have been paid, at least, in respect 
of basic consumption and that amount was established 
and was applied as a credit on income tax or refunded 
or something done with regard to it in order to get the 
moneys back to the taxpayer. You have probably heard 
of such suggestions that came up in the States and 
other places. Have you any views as to whether or 

not such is a reasonable approach to sales taxation on 
12|| food? 

MR, KIRK: It sounds like it might present 


some very real administrative difficulties. 
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1 Of course, it is a little hard to argue -- 

2| I don't know perhaps we would attempt to do so -- that on 
3|| higher income levels you have a need, you know, to have 

4| a tax exemption on food from this particular point of 

5] view, but our position is that and our argument is 

6| that the grounds for exemption on food is valid as far 


7| as it goes. It is reinforced by other considerations. 


8] One is the known ability to identify the export sector 

9| of the agricultural production, part of the product 

10| that is exported, in our sales tax legislation that 

11] works where you can identify ---. You get a calculated 
12] adjustment of that tax. 

13 That is another factor and a third factor 

14] is that particularly in view of the fact we do not really 
15| see the necessity for going for food. We do not think 
16|| that is a good thing from the point of view of the 

17|| lower income groups and no harm overall. We are also 
18|| concerned about the fact agriculture is in this general 
19|| position of a slow adjustment of attrition that the 

20| short run effect -- at least by "short-run" we mean 

21|| a fair number of years -- I don't know how many, It 
may be ten or fifteen, the short run effect of the 
exemption of the tax the incidence will be on the 

farmer to a considerable extent. We do not know. This 
goes to reinforcing these other considerations. 

This tax is a combination of what we think 
are a number of factors all with considerable validity 
that add up. 

COMMISSIONER WALLS: If the tax was moved 


forward to the retail level, you would not think that 
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the farmer would have to carry the load. I can see 
your argument for dealing with it as a manufacturers 
tax or producers tax at the present time but if the tax 
was moved forward to the retail level it would not mean 
that the farmer would be forced to absorb: the tax, 

any more than he has today with the Provincial Sales 
Tax’. 

MR, KIRK: That is an interesting point. I 
am not sure that would be altogether true. If you in 
fact raise the cost of buying food even by the 
imposition of a percentage tax at the retail level by 
a sales tax you nevertheless will affect consumer 
decisions, I would think, because you are changing 
the price relationship to the product on the market in 
terms of what the consumer pays for them; and having 
changed that relationship, changed the purchasing 
decisions of the consumer, it is through that process 
of change in the short run or in the long short run 
tends very strongly to be reflected in lower prices of 
the .farm product. 

So, I am not quite convinced -- I agree with 
the fact there might be a difference in the degree of 
the incidence. I am not at all convinced, Mr. Walls, 
that this would be true - there would be no such effect. 

COMMISSIONER WALLS: Well then, if you 
followed up the suggestion that was made by the Chairman 
which is being discussed in some other countries, you 
correct the regression by some other form of rebate or 
payment, If the tax is moved forward and you have 


some type of payment that would correct any regression 
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that there might be? 

MR, KIRK: It might to some extent. You 
are complicating normal consumer decisions by having a 
rebate at a later date in a sort of bulk form, It might 
be July or the year after. You are getting into a very 
complex question of effects. 

THE CHAIRMAN: I say it would simplify 
consumer decision, It is the most neutral form in which 
the decision may be made, neutral as to taxes. 

MR, KIRK: Yes, but our point in connection 
with this incidence question is that it is the change 
that creates this incidence on the farmer for a period. 

MR, STEWART: The consumer may not porject 
his thinking to whether he is getting a rebate. He is 
thinking only of what it costs him at that particular 
moment. 

MR, KIRK: It is the event of the change 
in this particular action. Our point is that it is 
the event of the change, that that creates a short run 
incidence on the farmer. We are not claiming on the 
question of incidence that if forty years ago there 
had been this neutrality of which you speak, that the 
incidence would be any factor at the end of that time. 

THE CHAIRMAN: I cannot really conceive of 
how this is going to affect the farmer unless the 
consumers have exercised their choice so as to use 
less farm products and take something else because of 
the tax. What subsitute is there for food? I don't 
see how that choice could be exercised so aS to cause 


ill effect to the farmers but there may be some substitute 


a res. Ney 7 


aan 


peal ia . = 


=a 
pr Sonn ae Sl 
i . ie 7 ate 


astankn buoe ite ee, t seen swe i. 
iste wk- wy Pensa diane wild at i stabatoat TeMWESTOD 
xed od ea Latued obs nd cam cexahonl acid 
‘ip blouse al Iohog we ded: ce aX, A | 
patulo of? ek th anid at oorduelp sosebton£ ehde atiy 
.toldoq 5 sot. tem? aplt co ponsbacnt etd setae tard’ be 
tosltoqg You vem snauarpe ocd? (TAHAWSTE ,AR .~ | 
t ol oY Stelios mn palaie, ef: os redid ace od gniuted? ‘etal 
| eeteolereg, tatd an mit bane 3h, tata to yseo aclie ah lar 
.toomom 
) saturn vid Sougneipe weld’ eh AT MAR, 7Ob 
| ex ot sadd aE tutoq me okies satenitmen ata tt 
cums Irate c seesaw soety caidas. acit Yo dcteveserdd 
\. wit Oo gke.gto Sod eta ow. eirad ant a0 nonebhons 
| oad) one Caney yioot Te dads senebieak Se motsesgp | 
| wit See? pects wud ldo Bane ‘to. oviiewuen aidd ead perl | 
| | aks: sudllt to fits Qed ta totes? we ed biwow aonebiogs 
. aa nit pies tiiuet Jonnee I 'sMAMAEAND GET | 
ory ikon ehlu% ond doelte of gatos 2f ald?d was & 


was ad @¢ od setaria thes? tealtodexs svaed siemiutaes 


et hoo r thoet 0% era, et etidheden tasty xsl add 
eeu of 86 98 eakoToRe og BLO. yee . 
be A, A 


} 
| ‘te wteine ents aitdszemes mist its, mneynaNd, mret seer 
stusequdirg. exonvmioem wrote a 


c 
ANGUS, STONEHOUSE & CO. LTD. 6406 
TORONTO, ONTARIO 


I have overlooked, 

MR, KIRK: Their choice between foods, There 
are more expensive foods in terms of caloric content. 
Also nutrition is more desirable. You can certainly 
get a shift on expenditures in that nutrition is more 
desirable but more expensive because of the greater 
amount of farm inputs into them today. 

You can certainly get a shift in the balance 
of expenditure between foods. 

_ THE CHAIRMAN: You are not arguing that 
income would move away from the farmers but income will 
go to the farmers differently than it now does, You are 
not saying whether this is good or bad. 

MR. KIRK: We are arguing about the total 
of expenditures that goes to the farm product which would 
be reduced and this really will very strong tend to 
be -- not that the level of consumption will stay down 
but that the level of farm prices will go down and 
the level of consumption will return. That is our point. 

THE CHAIRMAN: I think I understand it. Let 
me set it out as clearly as I can: That should there be 
discernable taxes imposed on foods, that a lesser 
proportion of the family budgets would then flow to 
the foods because some of them would not be purchased 
because of the taxation. 

MR, KIRK: That would be the initial effect. 

THE CHAIRMAN: So there would be less money 
going actually to the purchase of foods. That is what 


you are saying. 
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MR, KIRK: Well, yes, but there is an initial 
reduction in the volume of purchases or at least the 
volume of purchases in agriculture, The initial 
reaction is a reduction in returns to the farmer through 
a reduction in a demand for food at that price; but the 
effect will be not so much to leave the level of 
consumption lower at that price but the affect will be 
for the price to be forced down and the level of 
consumption to return at a low price level, because of 
the great inelasticity of supply in the short run in 
agricult ural production. 

THE CHAIRMAN; If the same money is spent 
at a lower price level, I suggest to you the farmers are 
not very seriously affected; the food processors and 
distributors are; that the difference in the price level 
is more packaging than it is food. Am I not right? 

MR, KIRK: The amount of the price is more 
attributable to the cost of processing than food. 
Proportionately it is 55 per cent processing to 45 per 
cent food or something like that, The lower the price 
will go, our experience is that the processors do not 
in fact reduce their margins in the face of lower 
prices for food. 

THE CHAIRMAN: No, I am not suggesting he 
does. I am suggesting that the consumer choice would 
be exercised so as to buy less packaging rather than 
less food, 

MR, KIRK: Yes, in part, of course, You 
are suggesting that the shift would be between less 


and more packaged foods. 
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THE CHAIRMAN: Yes. 

MR, PARKER: I think the chain stores on the 
North American continent today tend to influence almost 
to dictate to the housewife what she buys by national 
advertising and to impose a tax, the tendency on the part 
of the chain store purchasers will not be toa: lower price 
to compensate for the increase in taxes. That would take 
place initially. We are convinced now that chain stores 
determine to a very significant extent the prices they 
pay for the raw product from the farm. I am speaking 
particularly of beef and meats. These chain stores -- 
their terrific purchasing power concentrates an 
unfortunate influence, I think, as far as the farmers 
are concerned, It may be to the advantage of the 
consumer, 

THE CHAIRMAN: I can understand where price 
differences may be passed back to the farmer when the 
farmers were not organized; but farmers have since 
become or are recently becoming very well organized with 
their marketing boards and cooperatives and so on, 

They must be able to bargain on pretty equal terms with 
the purchasers, are they not, 

MR. PARKER: I would say just in some 
products, 

MR, MUSGRAVE: May I give you a classic 
example about packaging. 

THE CHAIRMAN: Yes. 

MR. MUSGRAVE: A few years ago we used to 
buy salt for about half a cent a pound, We wanted it 


in more convenient packages and in smaller amounts. Now, 
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if you would take the price of salt as you get it in 
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THE CHAIRMAN: We shall proceed if you 
gentlemen are ready. We were talking about sales tax 
and I take it from your statement on that subject that 
you are not dissatisfied with the level at which the 
sales tax is now levied. You are not recommending any 
change in the level, anyhow. You feel that the Department 
has been very fair and cooperative, and generally you 
find very little the matter with the sales tax law; 
is that correct? 

_MR. KIRK: That is correct up to a point. 
We find it fair and cooperative. Our experience in 
this kind of thing is if you approach this thing in 
a good way that the treatment you get is fair. As to 
our recommendations with respect tothe application of 
the sales tax I think it is not right to say that we 
think it is fine as it is. Our recommendations are 
for a considerable expansion of the exemption, not only 
for farmers but for others, 

THE CHAIRMAN: Paragraph 53 and 55 dealing 
with machines and apparatus. 

MR, KIRK: That is right, and we don't 
favour the changes that have been made in the Act 
with respect to machinery and apparatus and building 
materials and we would like to see, if possible a more 
thorough application of the principle that sales tax 
should not be levied on goods that enter into cost of 
production or whatever it is. You have a product in 
connection with things like automobiles, gasoline, 
you know they are multiple use products. Some enter 


into the cost of goods, In principle we feel it should 
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not be levied on goods entering into the cost of other 
goods, 

THE CHAIRMAN: Does it affect your members 
to any large extent or are you just concerned with the 
general goods? 

MR, KIRK: It would certainly affect our 
members on quite a number of things. We, of course, do 
recognize, for example, the income tax exemption section 
lists all these various items -- that there are not many 
items that would otherwise have been levied tax under 
this machinery and apparatus removal. They will now 
be covered under the specific items. In the case of 
building materials, in the case of quite a number of 
specific things there will be new sales tax as a result 
of the change of the law and we think this is wrong 
in principle, The full application dwhat we are 
recommending would, I agree, possibly have a greater 
implication for some other sectors of industry than 
our own, 

THE CHAIRMAN: I am trying to fully 
understand how it affects you. I know machines and 
equipment would have some sales tax which wasn't 
previously there, and even though your members buy them 
sales tax exempt there would be no exemption so far as 
sales tax applies to the machinery used to make that 
equipment. Again the same thing would apply to 
building materials in the production of the farm 
machinery. Then, I suppose the building materials which 
are purchased for the farm are now subject to tax, are 


they, whereas they weren't before. 
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MRE KIRK? “Yes. 
THE CHAIRMAN: Putting up a new barn, you 
now pay sales tax? 
MR. KIRK: That is right. There are some 
items that have always paid sales tax that we feel in 
principle -- we don't see the difference in principle 
between a farm fence and a farm motor. They are both 
very valuable costs of running a farm, You do pay 
tax on farm fences because the definition of materials 
entering 
of, into production. The way that is interpreted 
farm fences are not included.It is more direct consumption 
of the material than that, and that is the way it has 
been interpreted over the years, 
MR, MUSGRAVE: There is one other point, if I 
might make it. One of our Ontario members, a member 
of the Ontario Federation United Cooperatives is engaged 
in building homes for senior citizens, apartments for 
senior citizens, It is called Twin Pynes, They are 
under the limited dividend section of the Housing Act 
which limits them to 5 per cent. It costs 5 per cent 
for the money so it is a non profitable endeavour to 
satisfy the social requirements of the cooperatives. 
The idea there is to get the rent as low as possible. 
Municipalities when you put up one of these apartments 
make tax arrangements and give you a certain level 
during the amortization period of 45 years or whatever 
pA ee a This tax on building materials has made it 
very difficult for United Cooperatives to continue in 
this building. There are some ten of these apartments 


now in operation and they rent for $45.00 a month for 
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single to perhaps $50.00, perhaps a little over that, 
for two persons, a couple, We think it is a pretty 

good thing. It has received approval from the Government 
people, assistance for the aged, It is a good thing. 
With this sales tax on building material it puts a 
serious crimp into it. 

COMMISSIONER GRANT: The fact it is a fine 
thing is not inquestion. Undoubtedly it is a fine 
thing. To put up a building of that sort, when the 
costs are worked out and the return is calculated, is 
it not possible to pass on that increased cost, 

MR. MUSGRAVE: That is right. 

COMMISSIONER GRANT: By way of increased 
rent. 

MR, MUSGRAVE: That is what would have to 
happen, 

COMMISSIONER GRANT: The senior citizens 
now, if they are over the age of 70 are getting $75.00 
a month, This was increased $10.00 a month since the 
last few months. If the revenue is needed and they 
can get more in return from the government which needs 
the revenue for that very purpose, is it not reasonable 
that they might share in that increase. 

MR, MUSGRAVE: If it appears that this 
could happen, that these apartments could be filledtat 
the higher rate then Twin Pines will go on. 

COMMISSIONER GRANT: You haven't any 
evidence that building has been curtailed or expansion 
of this type of building has been curtailed as a result 


of the sales tax? 
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MR. MUSGRAVE: Yes, we have, sir. Twin Pines 
has cut down its plans for further construction until 
we see just what is going to happen, 

COMMISSIONER GRANT: Do you relate it solely 
to the increase, the 4 per cent which is applicable now? 

MR, MUSGRAVE: Pretty well, sir, because 
this thing was figured pretty close to the margin. 
There is not much to come and go on. The idea was to 
make it possible for as many people as possible, people 
who are in reasonably good health - this is not charity 
-- this is simply providing dignified and separate 
accommodation for people who wish to provide for 
themselves if they are in reasonable health and over 
sixty with a certain minimum income and they must not 
have more than a certain maximum or they can get 
accommodation somewhere else, 

COMMISSIONER GRANT: C.M.H.C. supports? 

MR, MUSGRAVE: Yes. 

COMMISSIONER GRANT: They bear a very high 
percentage of the cost of construction. 

MR, MUSGRAVE: Oh, yes. I think it is 90 
per cent. 

COMMISSIONER GRANT: This is a government 
agency that is putting up most of the money. 

MR. MUSGRAVE: That is right, they put up 
the money, but they get paid back. 

COMMISSIONER GRANT: They get paid, but the 
institution © putting up the accommodation, the 
cooperative institution or ane organization, company, or 


your organization that is putting up the building know 
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that if they put up these apartments at a reasonable 
price and rent them at a reasonable price they are very 
sure of getting their money because the old age pension 
cheque is there as a first charge on it. The government 
is again paying rent for these people in a sense, 

MR, MUSGRAVE: Yes. 

COMMISSIONER GRANT: I just wondered that 
there would be such an objection to the increased sales 
tax. I am not arguing in favour of the sales tax. I 
am arguing the principle. 

MR, MUSGRAVE: A number of these people are 
not 70 and are not getting any government old age 
pension, 

COMMISSIONER GRANT: Are they retired? 

MR, MUSGRAVE: Yes, they are sixty years and 
over. 

COMMISSIONER GRANT: They have means of 
their own, 

MR, MUSGRAVE: They have to have. These are 
not poor, it is not poor accommodation, It is good 
accommodation, 

COMMISSIONER GRANT: I think it is a wonderfu 
thing, It is most desirable. I am all for it. I was 
solely questioning you on the point as to whether or 
not this program of yours bogged down as a result of 
sales tax. 

MR. MUSGRAVE: All I can say, I sat m the 
Board of Directors of Twin Pines -- I am not now on 
the Board. I sat on it for three or four years. When 


this building materials tax went on we got word from 
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management that we would have to slow down a bit and 

see what effect this would have hefore they would go 
any further. It wouid certainly mean an increase in the 
rent and they would have to check and see -- before 
C.M.H.C. will go ahead on one of these there has to be 

a survey to determine the demand, The rate of rent 

has an effect on demand. 

THE CHAIRMAN: I think that is all on sales 
tax, Does anyone have anything? 

COMMISSIONER GRANT: Nothing except an 
observation which was made on I think, page 15, paragraph 
50; Perhaps this question is for you, Mr. Kirk. You 
argue against the imposition of sales tax on exported 
goods and then you say so far as the application of 
such a tax to the export of agricultural products is 
concerned that it is impossible to recover that tax, 

If a product is selling on the world market and if it 
does bear the sales tax, be it an agricultural product 
or anything else, and is competitive, then there is no 
reason why the producer or the manufacturer should have 
to bear that tax, is there? It is a matter of what 
price the product will bring on the world market, 

MR, KIRK: Our point was this is a matter 
of administration. We are talking about, if you have 
Sales tax on goods that go into the cost of wheat, for 
example as compared to automobiles -- a portion of the 
automobiles let us say are exported, it is possible 
for the firm to identify the proportion of their 
costs that goes into export and to get sales tax 


exemptions, as I understand it, on that. In the case of 
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wheat there is no such identification of the product 
that goes into the export that is sold, delivered by 


the national group as wheat has a multiciplicty ofcuses 


4 and the identify of the wheat is lost. It is identifiable 


only by wheat, in the form of origin, and it presents 
an extreme difficulty, possibility of returning the 
sales tax proportion to the farmer on the basis of 
the amount of this product that is exported. 

Well, in this connection, mind you, our 
overall position is there should not be such a sales 
tax, This, in our view, is a strong reinforcing 
argument for agricultural exemption generally because we 
do feel that certainly the export argument is a very 
strong one too, 

The export question, of course, would be 
much less critical if you did mt have any sales tax on 
goods, on the cost of production of other goods in the 
first place. That is our initial position, 

THE CHAIRMAN: I am moving now to taxes for 
education because 1 don't think I lave any observation 
or questions on customs! tariff. It seems that does 
not concern us. very much, 

Now, you say "The necessary revenue should 
be recouped through increased Federal income taxes and 
their payment to the provinces on a formula basis -- 
no strings attached". 

Why move to the Federal government? 
Historically, I think, education has been a local matter. 
You want to keep the administration local, I believe, 


from what you say here, Municipalies are creatures of 
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provincial governments, If there was to be a shift from 
the municipalities in respect to primary education, I 
would have thought the shift should be to the provinces 
or in the alternative, that other sources of revenue 
Should be made available to the municipalities, such as 
a municipal income or sales tax or something of that 
kind, 

Surely, one can't expect to move it over 
to the Federal government without the Federal government 
exercising some form of control as to how that money 
is to be spent, 

Do you wish the Federal government to in 
any way control school expenditures at the municipal 
Bevel? 

MR, KIRK: Well, first, I think that this 
question represents what we were talking about earlier, 
of the general bias, if you will, to use a word, of our 
organization towards the equalization of the burden, 
the equity of burden and equity of receipt of services, 
Our policy was developed in the light of that. 

With respect to use of federal income tax, 
it was at that time thought that there are inequities; 
that income tax is adaptable to greater equalization 
among all the citizens of Canada for the burden of 
this important cost, which is a national question, in 
terms of its importance for the future of the natio, sir. 

Now, some of these requirements would not 
be met, for example, by additional tax revenue to the 
municipalities of other things. Some of the problems 


with respect to property tax might be adjusted but not 
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all the problems. I think we make the observation in 
here, of course, that this is costitutionally an area 
of provincial responsibility and even since this policy 
was adapted by our organization in Canada, as a whole, 
there has been increasingly intensive, as we all know, 
inquiry and thought and discussion of this whole 
question and so we are saying therefore that on the 
constitutional question, we are making the point from 
the point of view of the direction of our farmers! 
thinking on-this question, 

We have felt that it should be possible to 
make these expenditures, to make this money available 
on a formula basis that will not in fact impinge upon 
provincial autonomy but we are prepared to recognize 
this is an area in which people feel exceedingly strong 
for reasons outside of the tax question. We do want to 
recognize that. 

THE CHAIRMAN: Thank you very much, Any 
further questions? 

COMMISSIONER WALLS: Am I right in thinking 


that what you say is that some sort of tax sharing 


agreement by the provinces in areas where they are 
standard 
short on finances for “'ai. required . / of education; 


there should be some equalizing factor by the federal 
government that would draw from the wealthier provinces 
and give to areas that could not afford to have the 
same standard of education. 

MR, KIRK: That is one of our purposes. The 
second purpose is use of the federal income tax to 


ensure uniformity of the burden in terms of who pays 
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to the individual payments. 

MR, PARKER; The main problem here is that 
many of us feel that taxes on real property, particularly 
agricultural land for the purposes of education has 
become unbearably heavy. It is beyond the productive 
capacity of the unit in many instances, 

Basically I think income taxes in fact should 
pay for education not land itself, which may not produce 
income, How the federal government and the provincial 
government sort this out politically, we are not 
concerned, It is a political question. 

THE CHAIRMAN: Thank you, 

Moving on to capital gain. I must say I 
find your argument very interesting here, It led to the 
question of whether an inequity did not arise in the 
area of farms because of the freedom of the retirement 
income -- the capital gain and the retirement income 
from sales of a farm -- from taxes. Most people who 
have saved up money in one form or another pay taxes 
on that saving. 

Your argument is that farm people need 
these monies as a legitimate source of retirement income, 
I think that is perfectly acceptable -- and desire to 
have that left untaxed. I am sure they are very 
deserving people but why should they observe more than 
anybody else freedom from taxes on retirement income? 

MR, BENTLEY: Well, Mr. Chairman, we 
recognize basically that the only retirement income 
farmers have is in the farm, 


They are not normal like city people who may 
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1] may be able to invest in annuities out of their income 

2] each year and through a combination of pensions and 

3]/ annuities of one kind or another are able to provide for 
4| their retirement. 

5 In the case of a farmer, all the money he 

6] is able to get together he usually puts into improving 


7|| the land, buildings, livestock and machinery and so on. 


8]| He has no cash in the bank to speak of or any annuities 
9] of any kind. Therefore when he sells out his farm what 
10| he has built up there is really his retirement or his 
11]| annuity fund. 
12 We think that this is so over a long period 
13] of time. When a person goes farming he is usually there 
14| for thirty or forty years which is a long period of 
15|| time. There may be some increase in the value of land 
16|| values in the meantime but also there is a great 
17|| increase in what he is improving, the productive 
18] capacity of that farm, 
19 This is rather difficult to measure but 
20| we say that basically we are opposed to a capital gains 
21|| tax certainly with respect to farmers. 
22 THE CHAIRMAN: Yes. Well, I can understand 
that. I think I know also that people in countries 
which do not have limits imposed on what we call hobby 
farmers, which means their losses are really restricted 
to $5,000.00 and these people working in the city who 
are not full time farmers usually take full advantage 
of this when the rate of taxes are high. 

T am thinking of the United Kingdom and 


Australia where people in the cities generally own 
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farms and the purpose of that is to lose a lot of money, 
to develop the farm and improve the farm and then 
eventually sell the farm and getting their capital gain 
tax free, <A very attractive proposition. I think we 
would do the same thing in this country, if it were 

not for the $5,000.00 limit, More people would get 
into farms and get a tax advantage. 

I think the professional farmer gets some 
of that advantage but I think what you have said is 
that if society taxes that, there probably would not 
be enough left to take care of his retirement in a 
proper way. I do not see the justice really or the 
economic justice for that tax. It may serve some 
social justice if those people on the average would not 
be well enough looked after if they were taxed. 

MR, PARKER: Mr. Chairman, we are only concern- 
ed with what we call the legitimate farmer, not the 
hobby farmer or one that is attempting to do something, 
as you suggest, to evade taxation, 

What we are concerned with here is that 
the farmer doesn't keep a set of books that will indicate 
clearly all the monies he has put back into the farm, 
‘he has been subjected to personal income tax over 
the years in which it was accummulated. 

Tf he is not able to show that then if the 
farm is sold or divided by death, on his net worth he 
is subject to terrific taxes, 

This is what we are concerned about, 
generally speaking. 


Certainly it is true in western Canada farms 
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change ownership every generation, generally from 

father to son, that sort of thing, or son-in-law, but to 
repeat again, in the main the average farmer does not 
keep a set of books over the last twenty or thirty 

years that would enable him to demonstrate that money 

he has plowed back in general improvements for machinery, 
livestock or buildings. 

His money which has been recorded each and 
every year has been subject to income tax. Therefore 
when he sells out, if there was a proper set of books 
there would be no capital gain in the true sense of the 
word. That is our contention, 

THE CHAIRMAN: I am having a little bit 
of trouble following you there, because only money that 
should be used or should be included in the cost basis 
which would be subject for cost receipts from the sale 
of the farm. You have other monies which were not 
deducted annually and went to pay his income tax. That 
should be capital expenditure not revenue expenses, 

Are you suggesting part of these revenue 
expenditures, because he doesn't keep a record, he 
wouldn't know what to deduct. 

MR, PARKER: This has traditionally been 
true. Going back to some of our discussion, because 
of the fact that the new farmers are becoming business 
men, there is a better set of books gradually evolving 
but we are concerned about the great many older ones, 

If you had a capital gains tax in this 
country, then this farm, travelling from father to son, 


will present difficulties and some hardship in many 
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1|| instances, 


y I think there has been instances where there 
3] has been no tax filed, which we don't agree with. 

4 There has not been a net worth statement. 

5| This farm has to be sold in order to clear up succession 
6|| duties and income tax and all the rest of it so that 

7| frankly we are opposed to a capital gains tax for those 


8|| reasons, 


9 There are fringes, of course, where we are 
10| getting into something. where there is a farm turned 

11| over in a couple of years. There may be a significant 
12| capital gain to the individual but for the mass we 

13 think it is insignificant. 

14 THE CHAIRMAN: Yes. I am not talking about 
15|| Speculative gains. 

16 MR, PARKER: Nor were we either, 

17 MR, KIRK: I think, Mr. Chairman, that it is 
18|| part of our attitude that because this is related to 

19] the long term question of gains that because during 

20|| this term income returns to the farmer had tended to 
21\|| be eel veo low, as we explained in the beginning of 
22|| our brief; in view of ithe fact that in order to 

23| maintain himself and to meet technological changes, 

24|| he typically is not able to take advantage of income 

25 tax exemptions and annuity provisions. 

26 Our point is that in view of all these 

27 things, not so much that they are precisely very 

28 comparable instances, except they all add up to the 

29| fact that the income burden in terms of tax equity -- 


30|| to impose a tax on capital gains in view of this 
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experience over a long period of time which, on the 
whole, is not a favourable experience from the point of 
view of income or from the point of view of the 
accumulation in any other form of retirement funds, that 
the real result in terms of equity and treatment, there 
would be inequities in a capital gains tax on farm 
lands, 

THE CHAIRMAN: I don't think the point you 
make with regard to the income tax deduction in respect 
to a man saving for retirement is valid. He is 
entitled to purchase an annuity, a self-employed 
retirement plan -- I lave forgotten what it is called, 
up to a limit and that law, if I remember correctly, 
was brought into the Act so that people who were not 
employed might secure roughly the same benefits as 
employed people. 

MR, KIRK: Yes. My point is not that it was 
not available in the legal sense. Our point was that 
the typical farmer is at a disadvantage incomewise and 
has been under continuous pressure to utilize what 
funds he did have to keep up with the technological 
position of farming that requires an increase in 
investment and he in fact is not able to take advantage 
of this even though it is available. 

THE CHAIRMAN: Thank you. Any further 
questions? 

Well, I note that you are against the 
capital gains tax, and I can quite see the point that 
you make. I am not sure how the points would stand up 


in distinguishing your industry from other industries if 
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there was a national capital gains tax imposed on all; 
whereas there is a-good deal of social justice from 
what you say, whether that may be a strong enough 
argument to select farmers for exemption, I don't know. 
TI would think that might be difficult. 

MR, KIRK: Well, of course, as we said at 
the beginning, we do not describe any specific thing. 
When you say "capital gains tax", there are a lot of 
things you could do with that. 

-THE CHAIRMAN: That is quite right. 

If there is nothing more on capital gains, 
we will move on to estate taxes on page 20, 

I note that you feel that the basic 
exemptions are at too low a level. You make your case 
with regard to the economic size of a farm. You 
suggest really that farms should be exempted, I think, 
because you move the exemption up to $75,000.00 and 
$100,000.00 which would take the medium sized farm out 
of taxes, 

COMMISSIONER WALLS: Have you given any 
consideration to the suggestion that has already been 
placed before the Commission, that instead of increasing 
the limit, that estate taxes not be due until the death 
of the last surviving spouse? In other words using 
your argument that the husband and wife build-up. the 
farmi. ° between them, that the estate taxes then ought 
not to be due until the death of the last surviving 
spouse, We have had that put before us, It may be 
an alternative to your suggestion. 


THE CHAIRMAN: It suggests the estate be 
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considered to belong equally to both spouses, 

COMMISSIONER WALLS: Yes. 

THE CHAIRMAN: That perhaps is not quite 
correct because if the tax were only imposed on the death 
of the last surviving spouse, there would never be 
tax imposed when the estate moved down a generation, 
whereas yours may be in the same generation. 

MR, KIRK: We did set up what we think 
perhaps as a valid general criteria that related to 
this question of raising the level of exemptions in 
paragraph 73. | 

We suggest that in connection with the 
estate taxes a general principle and criteria for this 
exemption level question and indeed, I suppose, for 
the rates of taxes, should be to avoid taking action 
which frustrates or diminishes the effectiveness of 
efforts made by man or woman in his or her lifetime 
to provide reasonably and soundly for the future of 
his or her family. 

We suggest that really this 
practice is pretty sound, the way you should start on 
this question of taxing estates, that you should 
recommend a principle that is socially good and socially 
right to recognize the need to provide reasonably and 
soundly for the future of the family, and, of course, 
in the case of farming this 1s a particularly critical 
Aer. to provide soundly for the future and not 
disrupt the farm enterprises about which we are very 
concerned, This is a subject of vital application, we 


think, to this general principle. 
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THE CHAIRMAN: Do you think good farming is 
promoted by the farm staying in the same family, moving 
down one generation to another or is better farming 
promoted by very frequent sale? 

MR, KIRK: I would guess it would vary from 
individual to individual. 

THE CHAIRMAN: I am looking for a general 
rule. Therepisn't one? 

MR, KIRK: I wouldn't think so, 

-THE CHAIRMAN: With regard to business one 
can see both, sometimes continuation of family ownership 
develops certain products and qualities good for the 
business and another time it simply runs out, 

MR. KIRK: Yes this very thing occurs in 
farming, that a son of a father represents in a very real 
sense new management, a new deal in business enterprise 
that you spoke of combined with very great value in 
having the same farm he grew up on, He knows that farm, 
knows the land a nd knows the characteristics of it. 

THE CHAIRMAN: That is right. 

MR. STEWART: I think we all know instances 
where certainly a farm, where a good farm is carried 
on within the family it is a great advantage, but aa 
think we can also point to situations where a poor 
farm probably doesn't improve. There is a great variety 
of situations. 

THE CHAIRMAN: We can't provide tax 
laws-. to take that into consideration, I don't think. 

COMMISSIONER BEAUVAIS: I have a question. 


When you suggest the first $100, 000,00 is equally divided 
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between husband and wife, what happens if a man marries 
two or three times? He might marry and two years after 
lose his wife and then remarry, what is your suggestion 
in this connection? 

MR, KIRK: We were thinking principally, I 
think in terms of the estate being formal property 
ownership in the hands of the farmer, the male member 
of the affair in which case this problem wouldn't be 
a problem, would it? It would only be the wife he had 
at the time. of his oan which would be involved in this 
situation. 

COMMISSIONER BEAUVAIS: Not the second one. 

COMMISSIONER WALLS: Maybe he deserves a 
reward. 

THE CHAIRMAN: This is only a basis for 
computing tax at the time he dies, That is all we are 
doing. 

COMMISSIONER BEAUVAIS: This $50,000.00 may 
be taxed two or three times, 

THE CHAIRMAN: If it got chopped in two every 
DAME, 9206 

MR, PARKER: He would get to a point where 
he couldn't get any wives, 

COMMISSIONER BEAUVAIS: 

tive for thivty yures -- I understand very. well_once, 
but not twice or three times. It might very well 
happen, you know. 

MR, KIRK: We didn't think that one through, 
sir, I must say. 


THE CHAIRMAN: Any more on estate tax? 
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COMMISSIONER BEAUVAIS: I would like to ask 
a question here on the last paragraph of Section 80, 
"The tax teo would then be assessed on a monthly basis 
out of the annuity payments", You are talking also 
of pensions. I suppose that a wife would retire, the 
capitalized value would be paid according to her age 
or life expectancy over the months or years. JI suppose 
if a wife has a ten year expectancy then she would pay 
during ten years if she lived the ten years, but if 
she lived twelve years would she continue to pay for 
the extra two years? 

MR, KIRK: Our thinking was first you take 

the capitalized value of the pension or the annuity 
and then you take the tax on that and then you pay that 
tax on the same terms you had the annuity, in terms of 
monthly payments and by the same rule so that if the 
life of the pem3ioner was prolonged then that much more 
tax would be paid. If it was short then that much less. 
That was our thought. 

COMMISSIONER BEAUVAIS: When the tax is 
paid there is no more tax to be paid and if the wife 
lives longer than ten years, for instance.... 

MR. KIRK: No, it would be possible, for 
example, in some circumstances for the wife to dieso 
soon that in fact she would recover less in the annuity 
than she owed in taxes in the first place. Our 
suggestion is this shouldn't happen, that at the option 
of the wife, of the annuitant, that the tax must be 
translated into these same terms so that in the event 


of an early death the tax would be similarily low and 
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in the event of a long extension of life the tax would 
be correspondingly high. This could be done, for example, 
requiring perhaps the payments could be spread over 
and not go into cash assets or something, a house or 
property of the annuitant -- you wouldn't have to use 
this up in order to pay tax. It seems to us that if 
the taxpayer wished to take this option that it would be 
pretty successful and it wouldn't, over all, in the 
aggregate affect the government revenue, 
COMMISSIONER BEAUVAIS: Would you suggest 

withholding tax? 

MR. KIRK: I beg your pardon? 

COMMISSIONER BEAUVAIS: On the annuity? 

MR, KIRK: I don't quite understand. 

COMMISSIONER BEAUVAIS: Suppose the tax is 
$25.00 a month and the annuity is $200.00 then there 
would be abpaymentcoft$17.,500.00... 

MR. KIRK: It would be divided much the same 
way, in payments, 

COMMISSIONER BEAUVAIS: That is all. 

MR. STEWART: A resolution was passed by 
the Convention of the Ontario Federation of Agriculture 
since this was printed having to do with this subject 
and with the release of assets for operating purposes 
following the death of a taxpayer. At the present time 
bank accounts and all assets are frozen for a certain 
time and it creates operating difficulties, not only 
for the farms, but small businesses, I imagine, have 
the same situation. The recommendation from the 


was 
Convention/that up to $10,000.00 be released for 
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operating purposes to farms and small businesses. This 
figure was arrived at on the basis that if the assets 
were under $50,000.00 or so there would be no tax 

acrued and if they were over that this $10,000.00 surely 
wouldn't be too much to release and it would greatly 
facilitate the operation of these farms and small 
businesses, This hasn't been introduced in the brief. 

THE CHAIRMAN: Would you care to send us 
one copy of the resolution, 

-MR, STEWART: Yes, we could do that, sir. 

THE CHAIRMAN: If you care to we will put it 
on the record. 

COMMISSIONER BEAUVAIS: This would work if 
the three provinces adopted the same attitude. 

MR, STEWART: Yes, it would have to be an 
agreement there, 

COMMISSIONER BEAUVAIS: With the provinces, 

MR, STEWART: Because, apparently, the banks 
are rather limited in their authority to loan under 
certain conditions and it does create problems of 
operation where business has to continue, wages and this 
sort of thing. 

COMMISSIONER GRANT: You are aware that in 
the case of insurance or annuity that the insurance 
company can advance, now, I think it is $11,500.00. 

MR, STEWART: Yes, where this applies, where 
there is insurance or an annuity up to the amount. In 
many cases this is not so. 

THE CHAIRMAN: I shall move us on then to 


personal income tax. I observe that you make the 
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1 point that the farmer doesn't receive concessions in 

2| the measurement of income. You are taking. the position 
3| that averaging is not a concession, it is necessary to 

4| the normal measurement of income having regard to the 

5| nature of farming. I think that is the point there? 

6 MR, KIRK: That is right. Z_ethink; ineso 
7|| many other cases we would take the position,’ people in a 


ous 
g| similar disadvantage/position as a result of dvailability 


9| of their income we would think that they should apply 
10| in their cases too, 

11 THE CHAIRMAN: As to losses, you have the 
12|| same treatment as any other business, I think, 

13 MR. KIRK: That is right. 

14 THE CHAIRMAN: Why should you not conform 
15|| with regard to depreciation? Why should you have 

16|| straight line basis rather than diminishing balance as 
17|| accepted by business generally and it is accepted by 
1g8|| business because it is simple. 

19 MR, KIRK: I think I will ask Mr. Stewart 
20|| to answer this. 

21 MR, STEWART: This, of course, came under 
22|| serious consideration at the time it was brought into 
93| effect. It was brought in as blanket coverage and 

24 then farmers were exempt or given an option, 

25 THE CHAIRMAN: I thought this was a 

26|| concession to farmers at the time. 

a7 MR, STEWART: Well, it is probably a 

28 concession or recommendation on the nature of farm 

29|| business and the nature of farmers, as much as anything, 


30|| Farmers as a group like to pay as they go. They find 
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it very difficult to integrate the thinking of something 
which may come back later, such as recapture at a later 
date, They find it hard to integrate this into their 
thinking and business operations, This has been largely 
taken care of by the fact under Part 17 they are only 
allowed approximately half the maximum rates that are 
available under Part 11. This I think largely rules out 
any concession there under present circumstances, Now, 
there was a time, I quite agree, in 1948 following the 
war when farm machinery prices were on a very rapid 
rising market. This meant a lot to farmers, They were 
able to make capital gains that they might not otherwise 
have made, 

THE CHAIRMAN: They escaped taxes. 

MR, STEWART: I don't think this is so much 
the case at the moment as prices have sort of 
stabilized. Farm machinery does, in fact, deteriorate 
very rapidly. The more intricate the machinery gets 
the more rapid it depreciates, I feel that Part 11 is 
certainly a more accurate basis of assessing for 
depreciation, 

THE CHAIRMAN: Part 11 being the diminishing 
balance basis. 

MR, STEWART: Yes. Part 11 is diminishing 
balance. Speaking from a practical standpoint and from 
an administrative and political viewpoint the utilization 
of Part 11 requires a much more intimate understanding 
of the procedure as to what will be the ultimate effect 
of it. It would be very difficult to get farmers as 


a group into the position to understand it. It is much 
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simpler the way we have it now. If they want to stay 
on Part 17 they are only eligible to have approximately 
50 per cent of the rates, Part 11 gives much wider 
fiexibility iin application, inthe year .to. year 
application of adjustments of income, which I am sure 
you are aware of than under «Part. 17.°-Part 17 18,to 

a great extent quite restrictive but it is very simple 
and in the long terms effective. 

THE CHAIRMAN: Half rate, you mean the 
rates permitted in the diminishing balance system by 
Pant 5112 

MR, STEWART: Maximum rates permitted in 
Part 11 are in most cases almost double, 

THE CHAIRMAN: That, of course, equates 
reasonably back to the straight line, 

MR, STEWART: Over a long period, but the 
year to year operations, it is much more flexible and 
does lend itself to excess depreciation, probably more 
so than Part 17. Part 17 at the present time, I 
don't feel lends itself to the taking of excess 
depreciation because the maximum rates are so low. 

THE CHAIRMAN: I wonder if the farmers 
haven't reached the point now where they can conform 
to the rest of the country in respect of capital cost 
allowance, not that they are necessarily securing 
concession but they may be. They are certainly subject 
to be said that they are, because they are not having 
to meet recapture. Many people who are not farmers 
complain about recapture, It would seem to me that 


the capital cost allowance system isn't a complicated 
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system at all. When it was brought in it was brought 
in as an attempt to simplify it not being there before, 
It was thought that the assessing and the record 
keeping would be reduced because of it because there was 
one balance required to be carried forward and not two, 
essentially. I think it has proven to be a successful 
simple way of proceeding to permit capital cost allowance. 
I would think if the only excuse for the farmers being 
kept out is they |. vu..15 find it hard to keep the 
records -- I can't see the difficulty in the records 
and I don't see the justification for it on those grounds 
and I don't see why they shouldn't pay tax on recapture 
the same as anybody else does, I think it should be 
the same, at the moment, I may change my mind. This 
is a recent judgment, 

MR, STEWART: I think at the time it was 
in recognition of the lack of accounting policy and 
continuing records on the part of the farmer and it 
would make it very difficult for them to understand. 
At public meetings we have told farmers unless they felt 
they understood the implication of changing to Part 11, 
until they determined this is the thing to do they should 
stay the way they were because it was something they 
understood, You just need to think of the 250,000 
or 400,00 farmers across Canada and the upset there 
would be in their thinking along this line. Actually 
I think again with the 50 per cent reduction of the 
maximum rate to a very great extent -- mind you I don't 
think it is unrealistic because certainly in our more 


complicated machines, self propelled machines and things 
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like that, the minute you turn the wheel you have 
senbeved' probably, your 30 per cent depreciation.Under 
present circumstances under Part 17 which most farmers 
choose they can only take 15 per cent. Over a term of 
six or seven years they both balance out, but there 
isn't a great range and there isn't the opportunity of 
taking advantage under Part 17 that many people think 
there is. 

THE CHAIRMAN: Thank you, 

. COMMISSIONER GRANT: Do you know of any 
instance, Mr. Stewart, where farmers have been allowed 
to change from straight line to capital cost? 

MR, STEWART: Oh, yes. I am on it myself. 

COMMISSIONER GRANT: You have adjusted? 

MR, STEWART: We can change to Part 11 at 
any time, but once we change we can't go back, 

THE CHAIRMAN: You change without pemission? 

MR, STEWART: You just take up your option 
to change once, 

COMMISSIONER GRANT: Once you make your 
election that is it? 

MR, STEWART: Yes. The only thing where this 
can apply - if I were under Part 11 and sold to a son 
or sold the farm like tht ,transferred it, then the 
other person could exercise the option which way it is 
Roing to be, It 1s not a continuing option. 

COMMISSIONER GRANT: By the way, I looked at 
the Estate Tax Act and bank accounts are exempt 
immediately up to $1500.00. 


MR, STEWART: That doesn't go very far. You 
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run into cases with cheques the taxpayer issued prior 
to his death that are not honoured. 

COMMISSIONER GRANT: They wouldn't be if they 
were subject to payment after his death, 

MR, STEWART: That can be quite a substantial 
amount, 

COMMISSIONER GRANT: That has been the law 
for a long, long time. 

MR, STEWART: I know. $1500.00 is pretty 
insignificant in the operation of some of these farms 
over a period of several months, 

COMMISSIONER GRANT: Don't you find that the 
estate tax authorities are quite cooperative if there 
are funds in any sort of liquidity, making them 
available to you to convert them into cash? 

MR, STEWART: We haven't found that. Ina 
very limited experience, but a very recent one it is 
about five months and the bank account has just been 
released. 

COMMISSIONER GRANT: I heard Mr. Linton who 
is administrator of the Estate Tax Act say they would 
never permit a hardship to arise if the Department, 
if it was in their power to cooperate or through 
cooperation to solve it. The local authorities have 
quite a bit of autonomy in that respect and I think 
that some of these hardships could be eliminated if 
the right approach is made, 

MR, STEWART: Yes. It is probably a question 
of understanding that an approach can be made. Most 
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COMMISSIONER GRANT: Don't know that they 
can? 
MR, STEWART: When you start sending cheques 


back that have been issued by the taxpayer and 


recognize his due debt, when you start turning them back, 


people begin to think they are getting pretty tough. 

COMMISSIONER GRANT: They will not turn them 
back, The bank will turn them back, 

MR, STEWART: Yes. 

. COMMISSIONER GRANT: The estate tax 
authorities wouldn't do that. 

MR, STEWART: Have you reason to believe 
that this sort of leniency applies at the provincial 
Level as well, 

COMMISSIONER GRANT: I have no experience 
fortunately of that. 

MR, STEWART; Either one can tie it up. 

COMMISSIONER GRANT: I am unable to say 
about that, Mr. Stewart. 

COMMISSIONER BEAUVAIS: From what I can see 
in Quebec, they are very cooperative. 

MR, STEWART: Provincially? 

COMMISSIONER BEAUVAIS: Provincially as well 
as federally. 

MR, STEWART: This is something that Mr. Blair 
should have been available to answer, I have very 
limited experience in that realm, 

THE CHAIRMAN: Thank you. I think we have 
just about finished with income tax unless anybody has 


anything to say. We will move on to gift taxes, which 
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is a part of the Income Tax Act, at the bottom of page 
a4, 

I do not think we have to explore the basic 
part. We have done so once before and the recommendation 
here is that it be retained. It is a sound method of 
measurement for tax purposes. 

MR, STEWART: Yes. The recommendation here, 
Mr. Chairman, is that it be brought up to date a little 
bit. We are using a ten year figure here rather than 
1947 in that the Health and Animal Branch are destroying 
records generally when they get ten years old, They 
keep their records current within ten years, 

This is the reason for using this figure 
that they are the best records we have and the ones 
with which we work to establish basic worth, 

THE CHAIRMAN: I don't think I have any 
comment on gift taxes. 

Gasoline tax? 

COMMISSIONER WALLS: I Suppose your reason 
for gasoline tax is the fact that your use of gasoline 
and of diesel oil is particularlyuin mathinery) that is 
used on the farm and not on the highway. Secondly, 
there are quite a number of uses for gasoline and 
diesel oil that are already exempted with no more reason 
for it than perhaps for what you are asking. 

MR, KIRK: That is right. There are certain 
exemptions, mining, I believe. 

COMMISSIONER WALLS: Yes, and the fact that 

manufacturers 
gasoline used by automobiles for testing, all that is 


tax free and thereare quite a number of industries that 
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use gasoline in their processing materials that are 
likewise exempt. 
THE CHAIRMAN: The gasoline that is used 
in the farmers automobiles, that is fully taxable, I 
presume, 
COMMISSIONER WALLS: That is right. 
THE CHAIRMAN: How do they tell --- 
COMMISSIONER WALLS: I think they tell by 
giving it a different colour, 
.THE CHAIRMAN: How is one to know the farmer 
doesn't put the wrong colour of gasoline into his car? 
COMMISSIONER WALLS: Because the police stop 
and check the carburetors periodically. 
THE CHAIRMAN: I am glad to hear it. 
COMMISSIONER WALLS: Pardon me, I shouldn't 
be answering the questions. 
THE CHAIRMAN: You seem to do it very well. 
Net worth assessment. As far aS I am aware, 
net worth assessments are only resorted to when the 
Beanies cannot find a better way of doing it. It is 
the last resort. I do think they were used anywhere 
as a punitive measure because I have always thought that 
the Department was no more pleased with its use than 
is the taxpayer. It was only when the assessor found 
the taxpayer has not got a proper record of his 
income, 
MR, BENTLEY: Mr. Chairman, in that regard, 
I think you are correct at the present time. A few 
years ago we know that they just periodically used to 


go through certain areas and take net worth assessments 
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of everyone, Now, they don't seem to be doing that, 

I don't know why they did it for a certain period of 
years but they certainly did it and they don't seem to 
be doing it to the same extent now probably because 
they, I think, have found these people are paying their 
taxes and everything was all right. 

Certainly for a period of years this led to 
a great deal of discussion on the part of the farmers 
that this was not completely fair, that it was more 
punitive than anything else. I think it has been 
rectitied’. 

THE CHAIRMAN: You think we have no further 
complaint. 

MR, BENTLEY: We don't get them now anyway. 

MR, STEWART: This was one field in which we 
had achieved a great deal of understanding and 
administered uniformly in application through the 
various approaches we have taken as a federation through 
newspaper publicity, public meetings and radio and that 
sort of thing. 

Certainly we have had no resolutions in 
recent years whereas we used to have pages of them. 

We would have packed halls and great disruption of the 
farm seieay through this procedure, 

THE CHATRMAN: You end up on a note with 
regard to tax evasion in your submission. I am not 
aware that one now thinks of the farm community as 
evading or avoiding or in any way getting away from 
their proper tax liability. I think at one time it 


was pretty hard to assess farmers because they didn't 
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the marketing agencies, 

I might say there is no thought in anyone's 
mind that the farmers have any lesser sense of morality 
than the rest of the community. I have always heard 
that farmers are a little above the rest of us. 

COMMISSIONER WALLS: I think it should be very 


clear that this was in answer to a questionnaire which 


was sent out by our staff which intimated that. That 
in no way represents the feeling of the Commission | 
itself. 

MR, BENTLEY: Thank you very much, 

MR. KIRK: This was the only reason for it 
being included here, It was based as a suggestion, 

THE CHAIRMAN: I am sorry about the question, 
It was actually an attempt to explore one area and even 
perhaps provoke you into an answer, which you have now 
given, which is a very good answer, 

Now, that completes our questioning, I 
think, on your main brief, unless anybody here has 
anything to ask. 

COMMISSIONER BEAUVAIS: I would like to ask 
a question, In Quebec I think the farmers have quite 
a sizeable income from’ the sale of pulpwood and lumber, 
You wouldn't know what proportion of their income is 
from that source in relation to their total income? 

MR, KIRK: I am sorry I have none. I think 
it appears in the cash farm income statistics for the 


province, I do not recall. That is the trouble. 
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1 COMMISSIONER BEAUVAIS: Another question is 
2) in connection with property tax. Is it general in 
Canada that the basis for municipal evaluation is 
different with the farmer? It is much lower than the 
ordinary valuation. I know in Quebec it is much lower 
for tax purposes on your property tax, either school 
or municipality. 

MR, KIRK: That the tax - I am sorry? 

COMMISSIONER BEAUVAIS: Valuation, | 

_MR, KIRK: Of the lands? 

COMMISSIONER BEAUVAIS: Is much lower than 
for --- 

MR, KIRK: City property? 

COMMISSIONER BEAUVAIS: The ordinary 
residence, 

MR. KIRK: That is the valutation of the 
residence or land. 

COMMISSIONER BEAUVAIS: Both, 

MR, KIRK: Well, of course, the value of the 
land would be lower. I think city property tends to 
be --- 

COMMISSIONER BEAUVAIS: Much lower. 

MR, KIRK: Yes, tends to be very much more 
expensive, They measure it by the square foot so often, 

On the question of the value of the house, 
of course, the reason I find a little difficulty in 
responding exactly, I don't know -- I am not as 
familiar as I would like to be, I don't know, for 
example, whether there is a uniform basis of assessment 


between municipalities. This affects the position. 
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You could have avdifferent assessment basis, of course, 
and a rate sort of adjusted to that situation, 

COMMISSIONER WALLS: I could perhaps answer 
something about that because there are a number of the 
provinces which now have an equalization of assessments 
of like type of property for like purposes,so it would 
vary from province to province. It would be almost 
impossible to answer the question but what I presume is 
that working it out proportionately, the farmer is paying 
a great deal more as a result of being a large land 
owner than the urban citizen, even though the urban 
citizen's small acreage of land in itself may cost more 
per acre, 

MR, KIRK: We feel it is an unsatisfactory 
tax. One interesting point in Quebec, sir, again 
L'Union C tholigque des Cultivateurs have recently passed 
resolutions on this subject of property taxation and 
they rather opposed the use of property taxes as 
revenue sources, on farm iand and for commercial 
properties they recommend it be a provincial tax only, 

a provincial source of revenue only and not municipal. 

Onecof.the-things about which they became 
quite concerned was the strong tendency for municipal 
competition in tax concessions to local industry. When 
such concessions were given they recommended it be at 
the provincial source, 

When such were given these increases, they 
felt the farmer was bearing the load of this inter- 
municipal competition for special tax concessions for 


industry. 
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THE CHAIRMAN: Are you finished with this? I 


would like to move on to this other brief. We still have 
half an hour before lunch, 

MR, STEWART: There is one rather 
interesting point. This principle has just been 
enunciated apparently. It just came out in this. It 
says "No allowance may be claimed on an automobile 
purchased after June 13th, 1963 at a cost of more than 
$5,000.00", 

This is a new principle. It doesn't say 
that cost cs excess of $5,000.00 will not be recognized. 
It just says that no allowance will be made. Now, I 
don't know whether this would get the position where 
we might say I can't pay more than $6,000.00 for a 
combine or I get no allowance, This is something that 
just comes to our attention. 

THE CHAIRMAN: I doubt if we are really 
enunciating any principle. I would have thought that 
what this is attempting to do is not going to affect 
the farmers very much, me is an attempt, as I 
understand it, to get at expense account living. of 
course, as you know, there has been a lot of difficulty 
surrounding that resolution, 

MR, STEWART: I know it applies to all tax- 
payers but the fact is it doesn't allow any depreciation, 
as given out there, saying we would not recognize a 
cost in excess of $5,000.00. 

THE CHAIRMAN: This is an attempt to say for 
business purposes you don't need a car of more than 


$5,000.00, 
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MR, STEWART: They could say the same thing 
by saying they would not recognize anything in excess of 
$5,000.00. 

THE CHAIRMAN: I suppose if the Mynister 
thought you were being extravagant by using a tractor 
that cost more than $6,000.00 because it had extra 
springs on it or something that you didn't need, he may 
similarly legislate. 

MR, STEWART: Wipe out the whole thing. 

THE CHAIRMAN: Or use cheaper tractors, a 
think that is only a principle. 

Are you gentlemen prepared to deal with the 
Canadian Cooperative Wheat Producers Limited submission? 
There were certain parts of it which we did not hear 
before and this is your job, Mr. Parker, is it? 

MR, PARKER: I will try. I have some help. 

THE CHAIRMAN: I think we have covered almost 
everything that there is in here. [I was going to go 
through rather quickly to see if there are any points 
which are different from what we dealt with or whether 
there was any purpose in discussing these points, I 
see there are one or two. I cannot see very many. 

First thing I observe was on page No. 80, 
paragraph 133 at the bottom dealing with personal 
income your urge that a definition of personal income be 
amended so that personal revenue, which is really 
income but has been considered as investment capital 
gain become eligible for personal income tax. 

Now, I must say I do not understand what 


you are getting at there. 
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MR, PARKER: Well, I think the proposition, 
is that some of our people suspect that funds which 
acrued to a taxpayer may in fact not be identified as 
income. I don't think I can go further than that, I 
see your perplexity. 

THE CHAIRMAN; We have discussed it in the 
case of farmers already, have we not? 

MR. PARKER: Yes, 

THE CHAIRMAN: You are not talking about 
farmers, I presume, or perhaps you are. 

MR, PARKER: The general proposition. 

We raise this in the context of a side 
comment on capital gains, We rather disfavour taxing 
capital gains but I am not urging that, 

THE CHAIRMAN: If I suggest that you were 
urging the desirability of taxing Speculators, would that 
help out? 

COMMISSIONER WALLS: I think you in fact 
state that specifically further on in the brief, do you 
not? 

MR, PARKER: We mention the situation vis-a-vi 
security returns. We state that it is a gain from.a 
security of some money only part of which is income. 
Part of which is improved in its face value. That is the 
sort of thing. This is the only instance in which we 
Spell it out. We merely raise the proposition. 

THE CHAIRMAN: Thank you very much, 

Has anybody else any questions on the first 
part of this, which is pages No. 76 to 96, 


If you not, I will move on to page 98, which 
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We will move on to pages 112 to 118. 

On page 112 you comment on the desirability 
of the federal government undertaking a joint education 
campaign to acquaint farmers with the utilization of the 
five year averaging. 

I am surprised that farmers have not found 
out about that yet. I would have thought that most of 
them know about it by this time. Am I not right? 

MR. PARKER: I think they do, Mr. Chairman. 
I think they do. If they don't, it is their own fault. 
Our experience is the assessors certainly do comb 
districts. I was in a community three weeks ago where 
they spent two weeks solidly in one small community 
withinaradius of 15 miles, half a day or a whole day 
with some farmers books. Obviously he discussed with him 
the principle of five year averaging. We find it 
particularly in the last few years the assessors are 
very cooperative in assisting him to pay a legitimate 
tax but to give him all the advantages that are 
prescribed within the legislation. 

THE CHAIRMAN: I would feel is the best form 
of education the federal government could have. 

MR. PARKER: It is. They go through the 
records -- the records are there. We get them out copy 
our office. There is no opportunity for any misuse 
or that: sort. of) thing. TI find lately there is.no 
resentment on the part of the individual farmer. 

THE CHAIRMAN: Really. 


MR. PARKER: This is good. There is a 
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“eu pte 


1|| change in the last five years to a considerable extent. 

2) Now the assessors are good, This didn't apply some years 
3]| ago. I had occasion to write to the Minister about 

4| remarks made by assessors and it was straightened out. 

5 But remember income tax is relatively recent. The whole 

6| atmosphere has changed, at least, that is our experience, 
7| certainly in the Province of Manitoba. I think it 


gi applies in the two western provinces as well. 


9 THE CHAIRMAN: It is very helpful to hear 
10| that. 
11 COMMISSIONER GRANT: They have changed from 


12|| being sleuths to being helpful assistants. 

13 MR, PARKER: It didn't happen at the 

14| beginning. There was a certain philosphy and we very 

15| Quickly got that straightened out. You go to the 

16| O.C. and get out of the Sergeant's Mess. You had to 

17|| go to the top to get this straightened out and they 

18|| became very cooperative. 

19 MR, STEWART: There is one thing that does 

20|| seem very funny, when you try to apply averaging in 

21|| relation to the impact of provincial taxes -- I don't 

want to belabour you with the details of this but it is 

amazing what happens in using different sets of figures 

and trying to relate this on averaging with the 

provincial tax structure separated from the Federal, 

in most provinces, They attempted to correct it in 

this year's guide, but still funny things can happen, 
THE CHAIRMAN: How many provinces now compute 

it separately? 


MR, STEWART: In nine out of ten. 
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THE CHAIRMAN: Nyne out of ten. Unless there 
is anything before this I am going on to page 113 with 
the heading Estates Taxes, You say at the bottom 
"Our fear remains as expressed earlier in this submission 
that economic farm units, which farmers in the west 
are attempting to establish by every means possible, 
may be threatened by death and succession duty 
requirements", Is there any evidence that has, in fact, 
occurred? 

MR,. PHILLIPS: I don't have any evidence, I 
would like to add to what you have said. It is not 
simply the physical size. We are speaking also fon 
capitalization of equipment and other things. I don't 
have any evidence. We are told continuously this is 
a great fear, That is, of course, by people who are 
living and haven't faced the problem. 

THE CHAIRMAN: I have no further questions, 
Does anyone else have any? Well, this has been a most 
interesting morning. I suspect all of us have got a 
much better understanding of the farming community in 
our country and your problem. I thank you very much 
indeed for this very good submission that you have made 
to us and for the helpful answers. We will certainly 
do our best in our considerations of this. You have 
left a few problems with us, I must say. It wouldn't 
be any good if you hadn't, Thank you very much, 
gentlemen, 

MR, BENTLEY: Thank you very much. 

THE CHAIRMAN: Mr. Secretary, is there 


anything further? 
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1 THE SECRETARY: That is all for this 

2| morning. Tomorrow moring at 9:30. 

3 THE CHAIRMAN: We will stand over until 

4|| tomorrow morning at 9:30. 

5| ---Whereupon the hearing adjourned to 9:30 o'clock a.m., 


6 December 10th, 1963. 
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Tuesday, 

December 10th, 1963. 

Ottawa, Ontario. 
---Upon resuming at 9:30 o'clock a.m, 

THE CHAIRMAN: Mr. Secretary, if our 
visitors are ready I think we might as well get going. 

THE SECRETARY: Good morning, Commissioners. 
The first brief this morning is being presented by the 
Canadian Bottlers of Carbonated Beverages. You have had 
the brief before you for some time and this morning 
there are a group of gentlemen from the industry who 
will speak to the brief. 

Mr. C.W. Floody, Executive Director of the 
organization will say a few words and introduce his 
colleagues, Mr, Chairman, I would like to enter this 
brief into the record as Exhibit 284. 


SUBMISSION OF CANADIAN BOTTLERS OF 
CARBONATED BEVERAGES 


APPEARANCES: 


Mr. Francois La Pointe, Vice-President of Canadian 
Rottlers of Carbonated 
Beverages and President of 
the Quebec Bottilers of 
Carbonated Beverages. 


Joseph A. Whitmore, Chairman of the Legislative 
Committee of the Canadian 
Bottlers of Carbonated 
Beverages. 


William Latimer, Counsel for the Canadian 
Bottilers of Carbonated 
Beverages. 


C.W. Floody, Executive Director of che 
Canadian Bottlers of 
Carbonated Beverages. 


H.E. Woolley, Treasurer of the Canadian 
Bottlers of Carbonated 
Beverages. 
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William Emerson, Member of Legislative Committee 
of the Canadian Bottiers of 
Carbonated Beverages. 

Mervin Mirsky Member of Legislative Committee 


of the Canadian Bottilers of 
Carbonated Beverages, 


EXHIBIT No. 284: Submission of the 
Canadian Bottlers of 
Carbonated Beverages. 

THE CHAIRMAN: Thank you, Mr. Secretary. 

Good morning Mr. Floody. I would be grateful if you 
would start by introducing your associates tous. For 
my part I introduce to you the Commission whose names 

are before us here. We have read your submission, There 
is no need to again read it. We will have a few 
questions to ask you. If there is anything you would 
like to say to us before we get to our questioning by 

all means do so, 

MR. FLOODY: On my right is Mr. La Pointe, 
Vice-President of the National Association and President 
of the Quebec Bottlers Association. Next to him is 
Mr, Whitmore, who is Chairman of our Legislative Committee. 
Next to Mr. Whitmore is our counsel who will have a few 
words to say on our brief. On my immediate left is Mr. 
Woolley, the Treasurer of our Association. To his left 
is Mr. Emerson from Montreal, a member of our legislative 
committee and Mr. Mirsky from Ottawa, also a member of 
the committee. If I may I will ask Mr. Latimer to 
make a few comments on the brief. 

THE CHAIRMAN: Thank you, Mr. Floody. 

MR. LATIMER: The brief as you have read it 


is relatively short and we feel we can to some extent 


a] U 


a eas hy 


' é iC ‘ 


a me rie 
7 | wena teens. nye he Sodom ue 
| 10 wielded natbeney aay to Ly 
i -a5getsvsi bevsnedse) | 


| Na | 
2 ny ea) byob’ aT i) e« 


-d "Yo ooteekndve 8BQcOM Trent oy 


Yo ewoltsog agkbeded 


-S9RN70V0G Devenodiel 4 7 
- hy Oe 
. cxetesooR aff) bag aoed?’ SMAMAL AnD at Ht bad 


LE 


ie UW futedesy eo BiGow T  Leboort ae RALoN) baa6, 


ow °? wegabpomes woy aaleabordal yo. ocste bitty ” 


¢ 


edie onotw soleeimmodD add woy od eoubowIAl T Jrveq we ip 

. i 

erecT ,scotpetndvs avo¢ best saved ow , ated -ey eroted ete 
wot ee gvart Lite aw tr Beet ateus oF Beamon ul.” tr 


vow woY gatriyna ef ated? BI voy wae oF anollesuye 


we 


f sntoottasup tin of Jen av s10%ed a 4 gAtt | r 
.oe of enced {te 

,oinhet al .t6 af dristt gm no . sZQ007F ym 
irahLust? tia nolvefoosaa. fatale sad to ik acid” aa 


ebmid od @me .qobselounedA anel stom seceup ant 39 


9th) ovidelretyal 0) le hewrtald eho ,svomtinw aM 


es a 


wel 6 over Efiitw ow tesuyoe wo al etonsginw .a4 6? wasn 
a sitet evetismi ya nO .tetaud two na Tee of ebaew 
7tel afi of  notvaloouer awe “lw aetuadetT odd ,yElioow 
fisiatasl sc6G to asdom @ .ieetfnoM Moz? Hoatemy IM at 
to. Tegmom Ol Pageant ord — .2¢ ts e892 tamoe 
5 rntter i tee Iftw Fover I Ww Pehla one 

| etetsd ant ~ pitiedos wot 6 Siem 

; anooLt met | (oY vane Moa Teast 


iy 


ANGUS, STONEHOUSE & CO. LTD. 6455 
TORONTO, ONTARIO 


explain matters which have been raised in it. We make 
reference particularly in describing the industry to 
recent Government statistics and we, of course, refer 
to the 1961 Dominion Bureau of Statistics. L think at 
is interesting that this industry is spread directly 
across the country from one coast to the other and that 
a very large number of the establishments are what you 
might regard as small employers in small towns. The 
total employees which we haven't recorded for you is 
about 7,800. We also think is important the 
impact nei on the Canadian economy generally -- that 
is our costs that are absorbed in the Canadian economy. 
A substantial one of them, of course, is sugar. The 
Bureau of Statistics in dealing with the sugar industry 
indicate that we purchased in 1960 approximately 180 
million pounds of sugar which is substantially the 
largest consumer of sugar. We think that has a great 
effect on the sugar industry in Canada. We regret the 
unstability of the sugar prices at the moment.We incur 

costs 
substantial/in Canada, for example paper products, 
cartons and labels, etc. which in 1961 were approximately 
$9,600,000.00 odd. Giass bottles more than eight and 
a half million. Wooden cases -- there is a very limited 
manufacture of wooden cases. There used to be a fairly 
large number but now they are supplied substantially 
to this industry and our purchases in that in 1961 were 
almost $2 million. we also purchase: between four 
and five thousand commercial vehicles a year. 

With respect to the principles of taxation 


I am sure you have observed that we have confined ourselves 


—\\ 


| u ee 
9 Noe ms ; ar: Py Ne 
: ; latins peer Wea) pais a vei i von! 
. nd co 
“gh mote So! eobeeetegs 40. voor ake ¢ 802: 


: 


Ciaianse bteuwge of oxtataba ue 
it gaa snes 
Sot itp pale oid ot. jena’ Be i CEI eit 


ogy fate oa e7: wadetigates end t4 pee et epial ike 


By 


ori 


(domo? Line wb ameyotqne tL wena oa basa ue | 


' . 

| ad Way 192 Babreoet FaevcA ew stouxte evevoann: Leded eo 

to 

. eri) sed toqui, af Meia7 omte eW OO. T guide. Ty 

= a 

ij ~~ (lLeGetss conods melbeted. ena de pve ew doeamt 

Mioeons aAshhenweD 249 al, dDadnasda stm Pads, eteos: didi 

| ait TByUb @* ,euavgg To , War, 3a athe Intieatedive A: 
“iaetnd se ol? ddiw wmiftfesdD nf esofvatvese tea eet 

i 


Vieoeminesgg)) Heel ab Sesedeuuq, ow. dart, edadiinat 
7 4. aLeeededue el cutie aispee to ebutiog aaritia § 
Jowrg, © Sat Jad? wetes sv. «. t6en0@ So -nempaiog Ceepael 


nid Seasjer eh hededcal ywotawintl. tsave edt) 76 roe UTS 


“vont oY ,Jostom ort dm esol) tous ert) to EILeloedara | 
ein00 

,etpubety teneq sfgenum 1 ebunsd-nl \istiqsdedcua 

| (set amixnrate Wem LoPt mi-doisiw .036) ,ehedsi~ ban enod ted 
¢. Srigia vette! 4900 aalitted seal? soba 00,000,905, 08 | 

bin dames Yte? 2 22) Set -~ spans WedooW, «volition. tint 6 
vitttel « of. od-Reew aseil .soeakn. Neboow te stwios linen 
Lei oaeiee Pasiguum ets yods wor tud sedaun ° patel 
hee 28e. ad Yeeth nd non artonug Aue, be citeubaa alas oF 
7") Nowe” mada seurg Gel op BM (Hott tne 5} ner: 
(ONS antortiny, Andactsiema based apes) tay 


notwect? te seigtontig, seit ov hail 
| alate dont wie over cna: ‘ ne do oe ne 
: ty nae Fis” : 


ANGUS, STONEHOUSE & CO. LTD. 6456 
TORONTO, ONTARIO 


primarily to the question of sales tax. Our concern, 
of course, with sales tax, as you can see from the brief 
is that it puts us in a disadvantage with competitive 
products in the commercial sense. We feel that there may 
have been many years ago the idea of separating mrbonated 
beverages from other kinds of beverages, but consumer 
habits now indicate more than 70 per cent are consumed 
in the home and places us 19 a completely competitive 
position with other beverages such as tea, coffee and 
so on, I feel that this trend is so marked that in the 
October hese of living index in the middle of the market 
price increase referred to which include milk, cheese, 
bread and other cereal products, soft drinks, pickles, 
most fats, etc, We seem to be included in every 
way except the exemption from this federal sales tax. 
We compete with those products as the brief indicates 
in ines every way in which we market our products. 
I think it is also interesting that the character of 
our business is such that it is almost exclusively 
locally owned by local businessmen which, I suppose, 
isn't true of most of our competitors. Thank you, 
Sine 

THE CHAIRMAN: Thank you, Mr. Latimer. 
Before getting to taxes I have always observed, I think, 
that bottlers are small independent companies. What 
you tell us bears that out. I notice the average 
number of employees is about 16, dividing 7800 by 502 
bottlers. Are there any soft drink producers, companies 
that manufacture the product that do their own 


bottling? 
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MR, LATIMER: Yes. I think Mr. Whitmore 
perhaps would answer that better than I. He is closer 
to the industry. 

MR, WHITMORE: Yes, I think Mr. Chairman, 
Members of the Commission, we make the point on the first 
page to clarify that, that of the some 500 bottlers 
there are about 45 which are owned by what are called 
major franchise houses. Of the some 500 bottling 
plants in Canada there are approximately 45, not more 
than this, owned solely and handled by the major 
PTR EH CLS cOneatd ca: All the other companies are 
independently owned, provide their own capital and 
either operate their own brand or under a franchise 
arrangement from one or the other of the major franchise 
companies, 

Any place, Kenora, Moose Jaw, North 
Battleford, if you will, the bottler has solely got the 
responsibility for his finaneing, purchasing, etc. He 
may bottle in addition to his own bottle range, or 
whatever it may be, he might be franchised for a local 
house. At all times he is autonomous in the local 
community and responsible for his financing, sales and 
operations. 

THE CHAIRMAN: Are those 45 bottlers all 
owned by the same major company? 

MR, WHITEMORE: No, it is spread over all 
of the major companies. 

THE CHAIRMAN: A lot of the major companies 


will own one, two or a few mumbers of bottling 


establishments. 


i] 


—— — 


‘)ateady ents co: dategsetd | slam en, (nodentena: 


Saisie! Golem ed7 to-tetia ony “eq and meqk, tdomentodien 


Setiveqmun totam add ‘hibit ins “MAIARL ABS Sil 


pao abn, “4t na " ee , a 
: ; : an ae . : ane Pi . i a “ . 
: nme vit Tet a 


| aqwateds nasa X 208 BRONTE Lule 
oer 


oY 


nasidtod It pion out 1. tante er, Ailes) dine 


velice os Tad os domes ein cise ae sugds ers 
Mi lset Co wee sat, 70 weect aatrionés’ tahun 
»zon Jon , 6. &) etenizowogs( atid saedt “Werte te arasta. te 
wolLemt wate vi belboad bar yleloae benwe velite paride 

ait. 8elndtgwes tadta ent Lis LOI EGHOS eottodext ‘Typ 

ote Latige> owg gihedt ebivagg |, betiwo er tnobnsqetad St mv 


f i, 
Te tian) a Nabi ea baad avo thadd stuereqs) vadtls: a ie) 


-Soinsgmod 
TIA . S800KM . wrote. ,eoalgq HA - 
scts a3 Yoloe ate. sec7le" ac? -,.lilw wy %2 Broteldval 
of) 006 ~afleatorw® yen tacaat?t eh! 4o% Wi lid lanogaes 
To ,opawt. effiad wd whe af nolttobtec nt -efszod yan hus 
baud Sot bee@tivoast?, od crigth ad led yan od) sevedgiw 
uavol Off H. eindtotesvs ef od enh) [f0e- 2A ,pated | 
‘18 Bole eh botant) etd aot efdfesoqaet tas Ytlnymnee 
: .ehaltaseqge 
ile steisiod @@ esods exA.  WAMSTAHO GET 
ae SACeLeaMD sad aca exes wit <d: bonme 
its seve small ae th. Sal “ SFOMeELW ae 


5 ea devia's eaetrnmeD ad alias hn bi 


BELO dod. te BRIG! yet eine! owt 


Ny y : 7 i 


oy ee ve 
oak DS Dees 


ANGUS, STONEHOUSE & CO. LTD. 6458 
TORONTO, ONTARIO 


MR, WHITMORE: That is correct, in various 
sectors, 

THE CHAIRMAN: Why do they do that? Why 
wouldn't they stick to licensing of the bottlers which 
is the general practice? Why should they own a few 
bottling companies? Are they people who got into 
trouble and theY got them out? 

MR, WHITMORE: AS I observe, and I was 
formerly managing director of the Association, we have 
to go back into the history of the business at which 
time some of the major companies established themselves 
either in Toronto, Montreal, Winnipeg or Vancouver and 
so on -- all those since have established their own 
companies. As time went on of course business 
developed and more and more franchised bottlers, and I 
know of no more than three or four occasions where a 
major company has purchased a local company, occasions 
that I am aware of. This would be where this local 
company was formerly franchised but I think in the main 
our industry has been stable in that the number of 
franchised companies who had these some 40 outlets 
have maintained them for a great number of years. 

COMMISSIONER WALLS: Following up that 
question I suppose that/10 per cent of the large companie 
possibly represents about 80 per cent of the sales? 

MR. WHITMORE: I can't give you an exact 
figure but I would say it is far from being correct. 

It wouldn't be nearly 80 per cent. I don't know if 
Mr. Woolley would have any idea but I don't have the 


figure, and I don't think we have got one. Tosa 
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short of that. Mr. Woolley, would you have any guess 
about that? 

MR, WOOLLEY: No. We have no statistics 
available to support that, but I know from experience 
in this industry for a number of years it wouldn't come 
even close to 80 per cent, not even close. 

THE CHAIRMAN: When we are talking about 
large companies are we talking about ten or twenty? 

MR. WHITMORE: We are talking about five. 

THE CHAIRMAN: Hive, yes; 

MR, WHITMORE: » About Tive, yes, cir. 

THE CHAIRMAN: Sugar is something which you 
consume a great deal of and you make a point you are 
substantial contributors to the sugar industry. 

Sugar is a product that is very largely 
imported into Canada, I would assume. I do not know 
what proportion of our quota is produced in Canada but 
the sugar beet industry --- 

MR, FLOODY: About 18 per cent, sir. Eighteen 
to 20 per cent is produced by the Sugar beet industry. 

THE CHAIRMAN: Moving to taxation in 
paragraph 7 of your brief you speak of some general 
principles of taxation such as ministerial discretion, 
simplicity and the minimum effect on business decisions. 
You are referring to all taxes, I Suppose, not just 
the sales tax. 

MR. LATIMER: That is correct, Mr.. Chairman, 
all taxes. 

THE CHAIRMAN: You do not particularly wish 


to develop that, I don't suppose, Those statements that 
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you make are, I think, made by most people that appear 
before us, 

MR, LATIMER: Right, sir. 

THE CHAIRMAN: I do not know if there is 
anything you would like to add to that statement, 

MR, LATIMER: We only placed it in our brief 
because we did consider that they are fundamental 
principles of taxation. We are directing our brief 
primarily to the question of sales tax on this product. 

THE CHAIRMAN: W€& get into your problems 
in paragraph 8, I take it? 

MR, LATIMER: That is correct. 

THE CHAIRMAN: You indicate "the last and 
perhaps the most important point we support is that 
taxing statutes should not discriminate, In our view 
it is quite wrong to place one industry at a tax 
disadvantage as compared with the manufacturers of 
other competitive products". 

MR. LATIMER: We do not suggest that this 
tax was imposed as a deterrent. It has a deterrent 
effect. 

THE CHAIRMAN: I think the very import of 
what you say is that "one industry standing in 
competition with another should bear exactly the same 
burden of tax". 

Now, you compete with a lot of industries. 
I see you say tea, coffee, hot chocolate and so on, 

I also assume that you compete with candies 
in a general sense, which are taxed and I am wondering 


whether you would in fact not compete with beer and wine 
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and alcohol, which are very heavily taxed, 

MR, LATIMER: I think we do not consider 
that we compete with beer, alcohol and wine, We would 
consider those beverages to be a different category. 

THE CHAIRMAN: I must say I would too. I 
am wondering whether the choice is not very often made 
as to whether one consumes something alcoholic or a 

soft drink. I have found myself making that choice 
very frequently. 

MR, LATIMER: I think it is conceivably so. 
Although 8 have no figure to support it, I would 
expect that the area of competition is extremely limited, 

True, some people make that choice occasional 
but it is not the source from which our prime competition 
comes, 

THE CHAIRMAN: They must be making a choice 
between your product and ice cream and popsicles and 
all these various things. 

MR, LATIMER: That is right. 

THE CHAIRMAN: Ice cream is tax free, 

MR, LATIMER: That is right. 

THE CHAIRMAN: Popsicles are tax free, 

MR. LATIMER: Yes. 

THE CHAIRMAN: Candies are taxable, 

MR, LATIMER? They are, “sir, 

COMMISSIONER WALLS: It seems to me, going 
over first of all what you said as to products that 
compete with your products, You spoke of hot chocolate, 
Of course, there is a large list of foods that are 


taxable. 
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Looking it over it seems that it takes into 

consideration foods which are high in sugar content. In 
such items as Candy, jam bases 

other words, sehaan syrups,e- jelly bases/and topping for 

ice cream. All of the contents, if you go over the 

list, are those that are high7in sugan.... I am wondering 

if that is the reason you have been kept in that 

particular class and for the particular reasons that 

you were kept in the excise tax up to 1957 also. 

MR, LATIMER: Well, we cannot give any 
soeecific reason as to why we are there. We think it is 
an source of revenue to the revenue and we believe that 
is the only reason we are there, 

of course, the product with the absolute 
maximum sugar content is not taxed, that is sugar 
LESelT.. 

Our content of sugar is estimated at an 
average approximately of 10 per cent of our product, which 
does not sound like a very particular high sugar 
content. 

COMMISSIONER WALLS: I am also wondering 

product 
why you compare yourse /f particularly with tea and 
coffee and hot chocolate and so on because it seems to 
me there are a number on the taxable list that you 
may be much closer to, fruit drinks that do not contain 
85 per cent pure fruit juices are taxable. 

MR, LATIMER: Yes. 

COMMISSIONER WALLS: Bases or concentrates 
for making soft drinks are taxable. 

MR, LATIMER: Yes. 


COMMISSIONER WALLS: Apple-cot, orange-cot, 
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apricot nector and peach nectar are all taxable. 

Pg LALIMERs * Yes: 

COMMISSIONER WALLS: So I mean if you are 
going to make comparisons between your product and tea 
and coffee, it seems to me your product would perhaps 
more closely rival each of those I have just mentioned 
than it would tea and coffee. 

MR, LATIMER: I would like Mr. Woolley to 
speak on this. Traditionally we have been attempting 
to draw our comparison with tea md coffee. We think 
the quantity consumed, the way in which it is consumed 
and the place are all identified with meals as such that 
we are in direct competition with tea and coffee, but I 
would like Mr. Woolley to say something about this 
question. 

MR, WOOLLEY: First of all, Mr. Chairman, 
to get into this subject, it is quite a comprehensive 
subject. I personally have been following it. I have 
been around this world a little while. I have been 
following it and it seems when some of these taxes 
were put on there were personal preferences entered into 
nee We used to be basically a tea and coffee consuming 
nation. Today the complex of this country has changed 
immeasurably particularly in the larger cities where 
people living there, I don't suppose they ever pass 
tea or coffee through once a year. People all over 
buying soft drinks we feel are penalized for that, 

In some of ‘these cases the regulations are 

archiac today. We need to take a good look at them 


and get them into line. Other people that are living 
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Talking about fruit juices where there is 
a provision for 85 per cent of content, certain fruit 
drinks would come under that category. 

On the other hand we are talking basically 
about carbonated beverages, They are used far more 


widely for straight consumption of liquids and they 


compete with these drinks. Today the complexion of 
our population has changed; not only the habits but 
let us call them racial preferences. 

All you have to do if you really get into 
the subject is to go down some of the streets in some 
of our cities and there are places where very little 
tea or coffee goes on that street. Therefore soft 
drinks are used for meals. It is not just a matter of 
refreshment, They are used for meals. It is an 
ever increasing amount. Whether that answers your 
question, I don't know but it does indicate we should 
keep pace with the change, this change of the last few 
years. 

COMMISSIONER WALLS; I would agree with you 
that the whole matter of food exemption has to be 
revised, It is rather hard to understand why some 
are taxed and some are not. Maybe they should all be 
taxed. I am not sure about that at all yet. 

Supposing that the 11 per cent sales tax 
was taken off carbonated drinks, would the saving: be passed 
on or would you still ov charge the consumer ten 


cents a bottle? 
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MR, WOOLLEY: That is something that is very 
difficult to answer through an association for the 
industry because every company is independent. How they 
price their merchandise is their business. 

AS a personal opinion I would say that some 
of us may pass on some of that but there would be other 
instances where there is a run down plant and so on, 
they might reinvest some of the savings to get a better 
operation, More employees and any tax loss, I feel sure, 
a good percentage of it would still end up with the 
government. 

COMMISSIONER WALLS: Do you not think that 
that is the crux of the whole situation. From your 
industry today we get the $13.4 million eee from 


the carbonated beverage industry. 


MR. WOOLLEY: We want to be factual with you. 
I think it was wrong for me to say we would drop our 
prices because afterall prices are something that is 
private to a company and set by thac wompany. “lney 
are not controlled by an association. 

Therefore, it is the most difficult for me 
to comment on but I would say that other companies would 


take a look and do some re-budgeting and so on, In our 
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industry they may expand by more help, for instance, 
and better facilities and things of that nature which 
all contribute to the economy and very time you put 
an employee on your payroll or give him a raise there 
is income tax goes along with it for the government. 
If they don't get it one way they are going to get it 
another way. 

COMMISSIONER WALLS: Yes, that is our problem. 

THE CHAIRMAN: What happened, Mr. Woolley, 
when the excise tax was removed in 1957? Were prices 
in your industry reduced? 

MR, WOOLLEY: The last major tax we had 
reviewed, that is the one you are referring to? 

THE CHAIRMAN: Yes. 

MR, WOOLLEY: We were just on the point of 
having to increase our prices, What it did was to 
be able to hold the line for that price. 

As a matter of fact, I think you will find 
the industry travelled pretty well on that price 
structure until this year; pretty well on this price 
structure, which is a long time and which was quite a 
Peau. 

THE CHAIRMAN: The price has gone up this 
year, 

MR, WOOLLEY: Yes. 

COMMISSIONER WALLS: Thank you very much, 

MR, LATIMER: There is an interesting story 
of the excise tax and the sales tax, by examining the 
quantity and value of production in the years in which 


these taxes were imposed; subject to one period when 
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sugar rationing was suddenly imposed. 

You will find there appears to be a very 
direct relationship to the quantity and value produced 
and sold as these taxes were varied, 

We have some figures, for example, The tax 
was removed in 1956 and the value of production jumped 
from $107 million to $123 million the following year, 

There are illustrations like that throughout the D.B.S. 
statistics of the procedure of this industry. 

THE CHAIRMAN: Mr, Latimer, I marked my copy 
to the effect that there didn't seem to be much 
evidence supporting what you are putting forward. I was 
thinking of such statistics as you have mentioned, 

MR, LATIMER: Yes, 

THE CHAIRMAN: I wonder if there were any 
facts which would indicate what the effects would be 
in tax changes. You are now telling us there are, It 
seems to me this is one of the most important matters, 

MR, LATIMER: Perhaps if I could hand you a 
copy of the 1939-1961 statistics, page 12. 

THE CHAIRMAN: Thank you, Mr. Latimer. 

MR, LATIMER: The 25 per cent excise tax 
was imposed, I think, originally in 1941. There was 
an eight per cent sales tax and you will note that there 
was a half million dollars drop in the value of 
production the following year. 

The following year in 1942 it was retained 
at 25 per cent, plus one cent per bottle and there was 
very little change in the production in the year which 


followed. 
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There was a gradual increase as that tax 
remained constant except for the period 1945-1946, which 
was the year of sugar rationing and then in 1948, on 
March 20th, I believe it was, 1948 the tax was removed. 

You will note that production went up from 
$57 million to-$73 million. 

Then in 1950 there was a 30 per cent tax 
imposed and there continued to be an increase in 
production but in 1952 it was reduced to 15 per cent 
and there is an increase there of $12 million over the 
prior nee aae 

In 1954 it was further reduced to 10 per 
cent and there was a $11 million increase. 

THE CHAIRMAN: Excuse me, Did you say 1954? 

MR, LATIMER: 1954, sir. 

THE CHAIRMAN: In 1954 I see a reduction in 
value and reduction in quantity. 

MR, LATIMER orl Deamerelerringy seine vosins 
following year which would reflect the results of the 
reduction, 

THE CHAIRMAN: I see. 

MR, LATIMER: In 1956 that tax was removed 
and there was an increase of $16 million. 

Now, we cannot, of course, say that all these 
things are the direct and only effect of tax changes, 

It produces, I would suggest, an interesting picture, 
as 10 were; 

THE CHAIRMAN: Well, to recover the amount of 
excise tax which, I presume, is something over $10 


million -- sales tax was $13 million. 
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TORONTO, ONTARIO 646 9 
MR, LATIMER: Yes. 


THE CHAIRMAN: It would require a very 
substantial increase in volume, would it not, to recover 
that out of income tax, 

MR. LATIMER: Well, it will require some. 
The immediate effect would only be a loss of half of that 
amount, assuming that this industry is profitable and 
then, of course, the industry is always attempting to 
expand its position to provide a better relationship 
which requires more employees and which requires 
Pmenene ras deductions, 

We cannot insist that there would be no 
tax loss but we believe that -- quite honestly believe 
-- it would be a very minimal amount. 

MR. WHITMORE: If I may make an observation, 
Mr. Chairman, on the point Mr. Walls spoke of. You 
mentioned our competition. From experience I feel we 
are quite sensitive to price changes, Formerly we used 
to refer to this as the nickel field. When you are in 
the nickel field, which included all these things such 
as candy, chewing gum, popsicles and life savers, if 
you increase your price by one cent -- it cannot be 
less than one cent, it has a tremendously deterrent 
effect upon sales. 

I think we have said in our previous brief 
to the Finance Minister, this industry tries and always 
has to present its products in the market place for 
the lowest possible price, because if we do not do that, 
we find ourselves ina very tough position competitively 


with all these other things that are in the market today. 
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If you were to go into a supermarket today 
and take a look at the beverage section it is just 
tremendous over what it used to be. At one time if you 
went into a store you looked at the three or four or 
five brands and you had covered everything. At the 
present time there are more and more so we feel we are 
intensely sensitive to this question of price increase 
and the industry historically has always kept the price 
as low as it could possibly get in the market place, to 
the point where many times it has been absorbing losses 
in order to stay competitive, We think this is being 
practical in the market place, where we have to live. 

COMMISSIONER WALLS: You mentioned you are 
competitive with chocolate bars and gum, both of which 
are taxable and both of them face exactly the same 
hazards of an increase in the sugar price as: veur:products| do. 

MR, WOOLLEY: That is right. 

COMMISSIONER WALLS: You also mention in 
your brief quite a large percentage of your business is 
marketed through vending machines, When you do that 
I presume that your product practically has to be seld in 
even nickels, This is atic operate existing vending 
machines where there are no provisioncherggents in change. 

So the question is: Then what happens in the 
case of another increase? Let us say the sugar price 
goes up and you do not get this 11 per cent taken off. 
You either have to maintain your vending machine price: ; 
at 10 cents or increase it to 15 cents. Am I right? 

MR, WHITMORE: I think I may qualify that 


in this way. We have been studying it slightly. I am 
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not a mechanic at all, I am told by the mechanical 
people that there are certain things you cannot o in 
change. 

You can, for instance, have an 11 cent 
mechanism, a 12 cent mechanism, a 15 cent mechanism, 

I do not think you can have 13 or 14 or 16 or 17. 

It is possible to have a price of 11 cents or 12 cents 
or 15 cents, I think what you might find in 

there might be some variation in the size,. It might be 
15 cents but it might be king size versus regular 

Size which might be sold at 10 cents. I think market 
wise this would equate itself too. Wherever a soft 
drink company can sell at lower prices it would want to 
do so and it will want to do so, 

COMMISSIONER WALLS: I notice you don't 
question whether it Abe turned out for nine cents, If 
we take the tax off we would naturally assume it would 
go to the consumer and, perhaps, you should have been 
investigating whether you could now sell in vending 
machines for nine cents, 

MR, WHITMORE: If the industry can sell at 
five cents and make a profit I think the volume would 
sky rocket and we would be happy, if we could sell at 
a profit. 

THE CHAIRMAN: If the vending machines 
wouldn't work at 9 cents would that regulate the entire 
price? Would you have to keep your non-vending machine 
prices the same as your vending machine and thus leave 


them aii at 10 cents? 


MR, WHITMORE: I don't want to State, mr, 
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Carter and gentlemen it can't work at nine cents, 
Anything can be made to work, I know from: investigation 
there are certain figures that will work more easily 
than others, This doesn't preclude going to nine 

cents or any other price. It is just some things work 

a little more easily than others, 

COMMISSIONER PERRY: I wonder if the vending 
machines are important since you say 70 per cent are 
sales are for home consumption. I read this as 
implying you are now in a mass merchandising industry, 
competing not on a unit basis but on a bulk basis 
through mass merchandising. AM 2 lent. of Glace 2 
know where my wife buys her soft drinks. 

MR. MIRSKY: “There is one aspect, IT don't 
know whether the rest of the Committee will entirely 
agree with me, that is the situation in Canada, we 
have certain industries which are subsidized or 
semi-subsidized by the Government, let us say the mining 
with large liabilities; which have certain 
concessions and so forth. In our particular industry 
one of our competitors, the dairy industry, and I 
don't suggest that you tax or untax the dairy industry, 
but at the moment the dairies in addition to producing 
milk products are producing orange-ade and lemon-ade. 
This is a fairly recent development. They are 
delivering right to the homes, selling a product 
precisely the same as our product, They are not subject 
to any sales tax. This makes very difficult 
competition for two reasons, one it is delivered right 


to the home and secondly they are not subject to sales 
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COMMISSIONER PERRY: I was really questioning 
how relevant the discussion based on per unit price 
really was any more when it looked to me as though most 
of your increasing sales were on a carton basis with 
which you might have quite a bit of keen price 
competition, 

MR, LATIMER: Our prices are highly 
competitive in particular areas in this field, The 
reference to the vending machines was to illustrate 
another msened of marketing, which is common both to 
ourselves and to our competitors that don't bear the 
tax. Similarly our reference to servicing eating 
establishments and restaurants of every description again 
is to illustrate how we compete with non-tax products. 

We don't intend to indicate that our sales at the moment 
in vending machines are that substantial when over 70 
per cent is home consumption. We couldn't maintain that 
they were that substantial. I am not sure we have any 
particular figures ‘on what sales are in vending machines, 

MR, WHITMORE: I was going to bring this 
into proper focus, We are talking about a relatively 
small section of the overall business through vending 
machines, I think, Mr. Perry, that is important to 
look at, perhaps we should have mentioned, in the 
question of prices you are mentioning you do get into 
the bulk field, in the same bottles, We do have 70 
per cent home consumption, Recentiy it has been 
bottled in cartons and now cases are coming in. At the 


present time some major companies advertise cases during 
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the Christmas period, for example. 

COMMISSIONER WALLS: I think the reason the 
Chairman and myself were interested in the price you put 
on the vending machines was to know to what extent the 
Bede ee eae have a bearing on your whole 
product -- sold outside of vending machines, 

THE CHAIRMAN: Not very much I am assuming from 
what you said, 

MR, WHITMORE: The assumption is correct. 

THE CHAIRMAN: There was one thing Mr. Mirsky 
said I didn't quite understand. I think he told us that 
the dairies sold soft drinks, and when they sold soft 
drinks that these drinks weren't subject to sales tax; 
is that correct? 

MR, MIRSKY: Yes, that is my understanding. 

COMMISSIONER WALLS: That is pure fruit juice 
they sell with no tax, 

MR, WHITMORE: I think it is 85 per cent 
juice of the fruits. 

THE CHAIRMAN: Thank you, 

MR, WHITMORE: In all other respects they 
would be taxed. 

COMMISSIONER GRANT: At the time the exise 
tax was removed from the soft drinks I seem to recall 
that that was as a result of strong representations 
which the industry made to the Government based upon the 
fact that costs were increasing, that it was impossible 
for you to put a product out and to compete with other 
products such as ice cream which wasn't subject to 


tax without either reducing the size of your bottle, whic 
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I suppose would have caused more expenditure to the 
industry. 

MR, WHITMORE: That is right. 

COMMISSIONER GRANT: Would I be right in 
Saying that the Government listened to the representations 
and gave you this relief by removing excise tax? 

MR, WHITMORE:: May I answer that, sir. We 
happen to have in our file a copy of pages 22, 25, 
Hansard, March 14th, 1957. The Hon, Mr. Harris was 
the Finance Mynister at that time and he said and I 
quote: "I have always been impressed with the increased 
difficulty which hundreds of small soft drink bottlers 
appear to be facing from coast to coast. I trust the 
House will approve my decision to act now in removing 
the special tax on soft drinks," This is a direct 
quote from the Minister, It is extremely interesting 
to note at that time they also removed tea and coffee 
and a number of other things from the sales tax. 

I appreciate what you said, Mr. Grant and 
it leads into another very short argument, and that is 
our industry has always been in a different position 
than some of our competitors with regard to our 
packaging. In other words we have 63, LO, t2 ounce 
bottles and at no time would we consider putting 4 and 

7/8 ounces into a 6% ounce bottle to equate the price. 
I think it is fair to say that this isn't the situation 
in some of our direct competitors whereas you remember 
there were certain articles during the prior excise tax 
period which:was shrunk’ in size to maintain the price. 


This is something, I think, that remains peculiar to us. 
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We have gone along with the standard type of container 
volume-wise and we have always had to merchandise that 
in the same way and not shrunk, our package, or shrunk 
the contents, 

COMMISSIONER GRANT: Paper packages will 
permit variation. The bottle doesn't. 

Me WHITMORE: “Paper, Doll, aluminum Porl 
but different kinds of bottles will not permit that 
because it is a very substantial investment. 

COMMISSIONER GRANT: Isn't your problem to 
cay the oe that you have never been able to get the 
government to accept your product as being food. 

MR, LATIMER: Well, sir, we have had it 
accepted as a food, but not as a food which is exempt 
from tax. The result is we are just as unhappy, of 
course, 

COMMISSIONER GRANT: I would like to ask 
as to the state of the industry as a whole. Are you 
suffering as an industry in Canada? 

MRP LATIMER: “Tris is cirbicuilt to project, 
really, because the individual state of each member 
of our Association is not made known directly to us. 

We only know that certainly in 1957 we understand that 
representations were made and figures were disclosed 

to the Minister by individual bottlers which indicated 
that the number of establishments is gradually declining 
in an area in a time when you normally expect the 
numbersto increase. We think it is an effective point 
to the situation that the small 475 bottlers are having 


a difficult time. 
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COMMISSIONER GRANT: It would just be a 
matter, to my own observance, that when the beverage 
industry was in the hands of the small operator and he 
developed his own brands and sold it under his name 
that there used to be a lot of competition and a lot of 
bottling piants and there used to be quite a number of 
failures put that in, say, the past ten years the 
industry has undergone a change. There are fewer 
bottlers. While some odo carry out their own process 
and formulate and bottle and sell their-iocal market 
with their own beverage yet they are, very often I 
think as you pointed out earlier tied in with national 
organizations whereby they receive their sugar in 
bulk and doing their own packaging and sell under brand 
name be it Coca-Cola, be it 7-Up, be it Orange Crush 
or whatever it is. Those are three of the big five, 
are they? 

MR, FLOODY: Yes, elt. 

MR, LATIMER: Yes. 

COMMISSIONER GRANT: Today the industry from 
my observance would be in a much better financial 
condition as a result of this support which they are 
now getting from the big five whereas the big five at 
one time were in direct competition with them. 

MR, LATIMER: Yes. Mr. Woolley, perhaps 
you would like to. comment on that. 

MR, WOOLLEY: Mr. Chairman, Mr. Grant, I 
think a great many of the things you said, that we 
have to agree with you. On the other hand this industry 


4s a lot. like other industries faced with rising costs. 
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I believe that these franchise drinks you are speaking 
of, I think does help the bottler immeasurably to keep 
his costs down, On the other hand I believe, and I 
haven't checkéd, I think I am right, if you check D.B:S. 
statistics it will Show over the last several years 
there are fewer numbers of bottling plants each year, 

I know we havea saying in the industry paraphrasing 
General McArthur that bottlers, they don't fail, they 
just fade away, they don't die, they fade away. They 
just pay off what they can and go out of business, 


COMMISSIONER GRANT: I think you should 


attribute that to Kipling rather than McArthur. 

MR, WOOLLEY: Nevertheless this is the type 
of business if a man can't support himself he just goes 
out. There is nothing spectacular-it is never a big 
one, This has been happening in the industry, the 
franchise companies, they give great help, particularly 
in research, They don't furnish any cash but they help 
in researchand things of that nature, That is actually 
what was going on in this industry. It .is ho simpler 
to operate this industry today than it ever was. It 
is just as complex and highly competitive. 

MR, WHITMORE: Mr. Chairman, Mr. Grant, I 
have been in the industry myself since about 1943, and 
while I eerie ee statement I am going to make with 
any evidence I can support it through very long 
experience with the business and I would say first of 
all we should not give you the impression that the 
bottlers are dropping like flies. That isn't so. We 


perhaps lose.three, four, five bottlers in a year, 
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We have the figures. In 1958, for example there were 
537. In 1960 there were 514, The loss is relatively 
Small, It is an important one. I would agree with Mr, 
Woolley ,thatyiin fact, it is harder for a local bottler 
to operate now than it was before because he is faced 
with mass merchandising, different methods of 
distribution, new products, different kinds of products 
and different ways of merchandising them, large 
marketing stores, large supermarkets and so on, I 
would say that the bottler now is having, perhaps, a 
more difficult time to make a profit, the average bottler 
is having a more difficult time to make a profit. I 
can assure you of this. Tigoibackatorthe, brief,apur 
members must be competitive but with rising costs of 
all kinds it is becoming more and more difficult for a 
bottler to make money at the present time. 

I think Mr, Mirsky will suport that, and 
SO will Mr. Emerson, 

COMMISSIONER GRANT: I think there is another 
factor peculiar to your industry, that is that your 
Sales are influenced comic ueee ae climate, 

MRY WHITMORE: Yes, Sire they are; 

COMMISSIONER GRANT: When we have a good 
summer, warm summer or early summer then sales soar, 

MR, WHITMORE: Yes. 

COMMISSIONER GRANT: Sometimes a wet summer, 
a cold summer will be the difference between profit and 
loss to the industry and sometimes in the case of a 
small operator it could mean that he just can't stand 


too many of these bad summers, 
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MR, WHITMORE: It has been said that the 
Sun is our best salesman, This is right. There is one 
fact, it is changing. There was the time when the 
bottler had a tremendous sale in the summer time and 
then he went along and then Christmas came along and he 
had a pyramid at Christmas and it went down to June. 
Because of the change in the buying habits we are 
leaving this. I don't suggest it is the same for 
twelve months, but it is rnleveling out which is a source 
of satisfaction to us, that our product is accepted in 
homesand taken home irrespective of the weather, EL 
the product taken home is 70 per cent obviously this 
Situation of peaks and values is lessening, We are 
happy to see it is. Youvare quite correct in saying 
that the weather is a good stimulant to our business, 
or.a great deterrent. 

MR, WOOLLEY: It is our plus business, 

COMMISSIONER MILNE: I was going to ask 
Mr. Whitmore a question about home consumption. I was 
interested in this particular part of the brief. You 
mention that at the present time about 70 per cent is 
for home consumption. What would be the percentage 
from which this rose, what previously might have been the 
percentage of home consumption? 

MR, WHITMORE: There has been quite a 
radical change and I can't tie it down to years. I would 
say, Mr. Floody, in a matter of three, four years ago 
we were talking about sixty to fifty-five per cent. 
Now we almost try to present a conservative;figure to, you. 


Some companies are doing more than 70 per cent, some a 
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little less. Seventy per cent is now about level and 

Wwe are i’. merchandising in a different way than we 
used to.We think this figure will increase. You have 
seen a rapid change in the past five years, and 
definitely in the last ten years. 

MR, FLOODY: I would say in the ten years I 
have been associated in the industry -- we started to 
say 50 per cent when I came into it and now we are 
talking about 70 per cent so there is 20 per cent in 
ten years, 

COMMISSIONER MILNE: I would think in ten 
years it would be a reasonable figure, 

MR, WOOLEY: As a matter of fact twenty-five 
years ago my guess is it would have been 15 per cent 
home consumption, twenty-five years ago, Most of the 
stuff was consumed in little coolers at the corner 
Store, things like that. Persons might be known to buy 
a couple of bottles: or a quart and take it home in a 
bag. I don't suppose over 15 per cent at that time was 
home consumption, It is used in cooking, in meals and 
so on. That is where the consumption is. 

COMMISSIONER PERRY: I have one question: 
Are the lower calorie drinks regarded as a big thing 
in the industry? Will it represent a substantial 
change ? 

MR. MIRSKY: It is a fairly new development. 
I think it is too soon to say. At the moment in spite 
of the introduction in certain markets I wouldn't think 
they represent even one per cent of the total soft drink 


in Canada. 
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COMMISSIONER PERRY: What does the product 


represent in change in your costs? Are these more or 
less expensive? 

MR, MIRSKY: When sugar was approximately 
$8,00 per hundred -- it is today approximately $10.00 per 
hundred, When sugar was $8.00 the cost was just about 
the same. The artificial sucural and saccarin used 
in the other drink cost the equivalent of the sugar 
when the sugar cost $8.00 a hundred weight. Now it is 
less because of the increase in the sugar. 

COMMISSIONER WALLS: With respect to this 
sugar price, I .ndte in the part of the country I come 
from quite an increase in importation of soft drinks 
in cans. Is the lower sugar price in the United States 
making it harder for you to compete with imports? 

MR, MIRSKY: No, because the canned soft 
drink market is again a thing that is very small now 
compared to the overall figures in the industry. I 
would say here again canned soft drinks don't account 
for more than one per cent, or under two per cent of the 
industry production at the moment in Canada. There 
is a very limited market for cans, Mr. Walls. In 
certain seaports and that kind of thing -- there is a 
certain amount sold on ships, but taking the soft drink 


market, cans don't occupy a significant part:at all. 
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COMMISSIONER WALLS: Well, ct#rteiniichain store 
on the Pacific coast have quite a lot of canned soft 
the U.S, offered, 
drinks importedfftrem, / I would say more dre being offered 
than bottled soft drinks at the present time. I 
U.o. can 
wondered if this was so because the3/ take advantage of 
Lewerusugarocosts. 

MR, EMERSON: I think one of the main 
reasons are the marketing policies of the various chain 
Stores. For instance, Safeways policy largely differs 
from Loblaws and Dominion, 

| MR, WOOLLEY: There is another factor that 
SOCS Ante that, Sir, That is with the steel company. 
They operate with tremendous pressure on this canned 
beverage deal even to the point of subsidizing some 
of the advertising. In other words, it has made a 
false position, The promotion campaign is heavier than 
the actual sales. 

THE CHAIRMAN: Well, I would think that 
you have taken care of all of our questions, I would 
say, most satisfactorily. Mr. Floody and gentlemen, 
this has been very helpful to us indeed, Thank you for 
your submission and appearing today and telling us about 
this problem, I can assure you we will continue to 
consider it. 

MR, LATIMER: We are very grateful for your 
consideration, 

THE CHAIRMAN: Mr. Secretary, we will stand 
over for ten minutes. 


---A short recess, 
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THE CHAIRMAN: Mr. Secretary, I think we can 
commence, 

THE SECRETARY: Mr. Chairman and Commissioners, 
The second brief this morning is being presented on 
behalf of ten general insurance companies by the Hon. 
Roland Michener;Popner> QYcs 

These insurance companies are the Canadian 
General Insurance Company, the Canadian Indemnity 
Company, the Canadian Mercantile Insurance Company, the 
Canadian National Insurance Company, the Casualgy Company 
of Canada, the Commerce General Insurance Company, the 
Dominion of Canada General Insurance Company, the 
Provident Assurance Company, the Toronto General Insurance 
Company and the Traders General Insurance Company. 

Mr. Michener is here to speak to the brief 
and he has with him a number of colleagues whom he 
Will introduce to you, Mr, Chairman and tne Commissioners, 
I would like to enter this into the record as Exhibit 
205% 

THE CHAIRMAN: Thank you, Mr. Secretary and 
good morning Mr. Michener and gentlemen, We are indeed 
flattered to have you before us today, Mr. Michener 
and we would be grateful, if before starting, you would 
introduce your associates to us, 

We have read your submission with great 

interest and have our questions to put to you, There 
is no need to re-read it. We have already done that. 

Thank you for appearing indeed and thank you 


for the submission, 
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SUBMISSION ON BEHALF OF: 
CANADIAN GENERAL INSURANCE COMPANY 
THE CANADIAN INDEMNITY COMPANY 
THE CANADIAN MERCANTILE INSURANCE COMPANY 
THE CANADIAN NATIONAL INSURANCE COMPANY 
THE CASULATY COMPANY OF CANADA 
THE COMMERCE GENERAL INSURANCE COMPANY 
THE DOMINION OF CANADA GENERAL INSURANCE CO, 
THE PROVIDENT ASSURANCE COMPANY 
THE TORONTO GENERAL INSURANCE COMPANY 
TRADERS GENERAL INSURANCE COMPANY 
APPEARANCES: 


Mr; Roland DD. Michener>=Prcs j.ese .4 
counsel for the insurance companies, 


Mr. W.G. Smith, Price Waterhouse and Co. 

Mr. W.F. Spry, President of Canadian 

General Insurance Company, Toronto General 

and Traders General Insurance Companies, 

Mr. L.L. Rooke, Managing Director of 

the Dominion of Canada General Insurance 

Company and the Casualty Company of Canada. 

MR, MICHENER: Mr. Chairman and Members of 
the Royal Commission on Taxation, May I present those 
who are associated with me in this submission, On my 
right, Mr. William F. Spry, who is President and 
General Manager of three of the companies, the Canadian 
General Insurance Company, the first on the list and 
the last two on the list, Toronto General and Traders 
General Insurance Companies, 

on my left Mr. Lisle L. Rooke, Managing 
Director of the Dominion of Canada General Insurance 
Company aS well as the Casualty Company of Canada, two 
of the ten listed, 

On my right again, Mr. William G. Smith, a 


chartered accountant and partner in the firm of Price 


Waterhouse and Company, practising in Toronto. 
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May I say, Mr. Chairman, that it is a pleasure 
to appear before this distinguished Commission and it is 
also interesting to be on the other side of the bench 
for a change. 

We have set out in our brief everything that 
we wish to say and there is no need to read or repeat 
so I shall confine my remarks prior to submission to 
such questions and discussions as you might wish to 
introduce, to indicating the changes perhaps, if I can 
put it that way, the changes which have arisen since 
the brief was filed supplementary in point of time to 
the evidence which was submitted. 

The brief makes three points, Basically it 
deals with the condition of the general insurance business 
in Canada and the general insurance business is fully 
explained in the preliminary three pages. My colleagues 
will be glad to answer any questions relative to this 
rather intricate field and as a witness to the side of 
the general insurance business we have relied very 
heavily on the Superintendent of Insurance, Mr. R.K. 
MacGregor; and we offer him as the best available 
evidence because he is the man whose duty it is to know 
all about the insurance business and how it is being 
conducted, particularly in the interest of the public 
but also in the course of these duties he knows what is 
going on. 

We have relied heavily on his testimony as 
set out in his report for the year 1961. 

I would like to make aubrief reference to 


what he has said since then but before doing so the 
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1|| Second point we make is that this business of general 

2) insurance, like life insurance, is a peculiar and 

3] Special business with characteristics of its own, Leis 
4) on that basis that we venture to present a claim for 

5| tax consideration, 

6 Our brief makes no general recommendation 


7| about the taxation system of Canada. We submit proposals 


g| in the context of the present corporation income tax 

g| and suggest that basically that as all funds of the 

10| company are committed to payment of its obligations to 
11| its policyholders until they are taken out as surplus 
12|| and paid as dividends that taxation should be deferred 
13|| until that point arrives, 

14 To get to Mr. MacGregor's supplementary 

15] Statement, the next annual report is out, that is the 
16|| 1962 report. Mr, MacGregor is such a methodical man 
17|| that the same tables appear on the same pages in 1962 
18|| as in 1961. References in the brief appear on three 
19|| tables which affect these companies and can be read for 
20 1962 as well as on the same page numbers; but in his 
report in 1962 he makes one observation that I think 
is worth citing, if I may. That is on page 34 of the 
report which is at the beginning of this volume for 
1962, 

He says "Since automobile insurance 
constitutes such a large proportion of the total 
business written in Canada, poor experience in that 
class naturally has a strong influence on total 
underwriting results. The relatively high claims 


ratio for automobile insurance in 1962 accounts in large 
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part for the much less favourable underwriting results 
as a whole in 1962, When poor experience in that class 
coincides with poor experience in other major classes, 
as in the years around 1957, (see pages 12 and 116 to 
122), the premiums charged for some classes of business 
(including automobile and fire) are insufficient to 
cover more than a relatively favourable claims 
experience. Consequently, there are strong indications 
of the desirability of higher premium rates for these 
classes unless innovations and economies can be found 
to reduce expenses. Having regard for the keen 
competition provided by the relatively large number of 
insurers in the field, it seems likely that the 
solution to the problem of unprofitable results in so 
many cases will be found not only in some increases in 
premiums but also in reduced costs in marketing their 
policies", 

We cite that to indicate that in effect 
the experience of the industry as recorded in the 1962 
reports is the same as recorded in the brief, which is 
based on the 1961 report. 

To bring the story up to 1963, may I refer, 
Mr. Chairman, to an address made by Mr. K.R. MacGregor, 
Superintendent of Insurance, at the annual dinner of 
the Toronto Insurance Conference, This address is 
published in full by the Canadian Underwriter. I have 
secured an off-print, two copies, which I should like 
to file one of these. I an sorry I have not six. I 
Will file one of them and cite one or two remarks of 


Me, MacGregor made in November of this year just to 
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indicate that the adverse trend for the industry, which 
is not the entire basis of our submission, but the 
adverse trend is -still with the industry and 
seriously. 

Mr. MacGregor said: 

"It will be recalled that in 

the period 1948 to 1954, inclusive, 

the underwriting gains were 

reasonably satisfactory, being 

5 per cent of earned premiums in 

1948, eight per cent in 1949 and 

then five per cent in each of the 

five years 1950 to 1954", 

THE CHAIRMAN: You said eight per cent in 
1959? 

MR, MICHENER: Eight per cent in 1949. I 
am sorry, Mr. Chairman, if I said 1959. It was 1949; 
and five per cent in each of the five years from 1950 
to 1954, It was a relatively stable period of 
earnings. Then he goes on: 

"During the ensuing eight 

years, however, the results were 

quite unsatisfactory, the series 

beginning with two per cent in 

1955 then minus five per cent, 

minus. 2 perscent,nids threes 

perscent, fiverper cent; five 

per cent and, finally, one per 

cent in 1962, 


Taking the last eight years 
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together, the gains have little 

more than balanced the losses, 

After 1963 is included, the 

aggregate results since 1954 

Will definitely be in the red, 

Further, these results include 

the personal accident and 

sickness business of life 

insurance companies and if that 

business were excluded, the 

results would be somewhat less 

favourable still. 

Clearly, the results for 

1963, as respects profits are 

discouraging. The claims ratio 

of 66,0 per cent for the first 

half of the year is about 5 points 

higher than for the whole year 

1962" -- 
that is “the ratio of claims to premiums, 

THE CHAIRMAN: Sixty-six per cent claims? 

MR, MICHENER: Sixty-six per cent for the 
first half of the year 1963 which is about 5 points 
higher than for the whole year of 1962, 

"Underwriting gain has 

likewise deterioriated by about 

five points, dropping from 9/10ths 

of one per cent in 1962 toa 

minus four per cent in 1963." 


That is as far as the records go, to June, 
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That indicates the trend in the general 
insurance business, 

I would just like to refer to a couple of 
more remarks before sitting down in which he talks about 
the companies which are represented here, that is 
the Canadian Incorporated and Canadian owned and 
controlled. There are twenty-one of these companies 
in Canada, that is joint stock companies in the general 
insurance field. Ten of them are represented here, 

We are in the Same category as all Canadian incorporated 
companies but we are, as a group, actually Canadian 
controlled and owned companies, That is, the general 
class of Canadian incorporated which would include 

many foreign interests, 

Mr, MacGregor says -- incidentally the title 
of his speech was "The Law and the Profits", He did 
not find out or suggest how the companies could make a 
profit. He painted a rather realistic picture, He 
says: 

"In some cases, smaller 

companies have developed a 

successful operation but, all 

things considered, I cannot 

help feeling that the future 

road of the small company is apt 

to anything but smooth, 

This is unfortunate in the 
light of the rather special 
situation that exists in Canada 


today and has existed for many 
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years. I refer to the fact that 

the fire and casualty industry 

in Canada is to a very large 

extent in the hands of British 

and foreign companies, Setting 

aSide the personal accident and 

Sickness business of life 

insurance companies Canadian-owned 

fire and casualty companies 

transact only 15 per cent of the 

total fire and casualty business 

in Canada, 

Canadians are understandably 
reluctant to contemplate the 

possible disappearance of Canadian- 

owned companies except for a very 

few that are able to adapt themselves 

in some fashion so as to survive, 

It would be unfortunate and 

undesirable, I suggest, for Canada 

or any modern country to be 

completely dependent upon outside 

interests for its fire and 

casualty facilities." 

I believe, Mr. Chairman, that brings the 
record up to date with these additions. I shall be 
glad to endeavour to deal with any points which the 
Commission might wish to raise, 

THE CHAIRMAN: Thank you indeed, Mr. 


Michener, for your remarks. 
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I think I would like to proceed in the 
following manner, perhaps to understand better the 
Submission to us and put a few questions in regard to 
the profit position of the industry with which you 
dealt and then get to your submission and the type 
of adjustments for which you ask in your submission, 

The twenty-one joint stock companies which 
you mentioned and of which ten are represented here, 
these, I think you said, were Canadian companies. I 
was not clear whether they are Canadian-controlled 
companies, 

MR. MICHENER: Yes, these are Canadian 
incorporated and Canadian-controlled. 

THE CHAIRMAN: Which represent in volume 
about 15 per cent of the total business, 

MR, MICHENER: Yes. It has been less than 
that. We have an exhibit, Exhibit B at the end of the 
braier, page 22; We have compared the business of the 
Canadian-controlled and that is these twenty-one 
companies, First we have set out the British and 
foreign branches and the business and then we have 
set out the Canadian controlled Joint Stock in general 
insurance companies, which number twenty-one, and then 
the other insurance companies incorporate in Canada 
which number in all about 108, So there are twenty- 
one Canadian controlled out of 108 Canadian companies. 
In addition to that there are branches of other 
companies which bring the total in the field up to 
357 businesses, 


THE CHAIRMAN: So when you said 15 per cent 
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of the total business, it should have been something 
less than 9 per cent, I take it, from what you say. 

MR, MICHENER: Mr. MacGregor quoted 15 in 
the extract which I read but it varies. It is 8 per 
cent of the net premiums written in Canada that these 
companies shared. Also that table is set out to show 
both that proportion and the income tax paid. 

THE CHAIRMAN: Now, why should these ten 
companies be appearing before us as a group rather 
than the entire industry? I presume the answer to that 
lies in the fact that they are Canadian companies, 
Canadian controlled, But if that is so, why is it . 
not 21 companies rather than 10? Is there a reason for 
that? 

MR. MICHENER: Well, perhaps Mr. Spry could 
Say why it is these ten rather than 21, 

MR. SPRY: Mr, Chairman, there is no reason 
why, I suppose, we could not have contacted these other 
companies and asked them to join with us but we felt 
that if we were to begin to study this submission in 
time, we could do it more effectively if we reduced 
the number of companies, with the larger operators of 
the purely domestic companies. They are spread around 
in different parts of Canada. As it was, we had 
difficulty in getting representations from St. Hyacinthe 
and Montreal and Winnipeg. 

There is no specific reason but we felt that 
we would merely get somebody from western da nae 


Quebec province and a couple from Ontario, 
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THE CHAIRMAN: Thank you, Mr. Spry. I 
presume any organization would include all of the 108 
or whatever people in general insurance. There must 
be an association of general insurance underwriters. 

MR, SPRY: There are two main associations, 
one is Canadian Underwriters Association and the other 
is the Independent Conference Group. There are a large 
number of insurers which we may refer to as independents. 
They are not members of either Canadian Underwriters 
Association or the Independent Insurance Companies. 

THE CHAIRMAN: What companies would qualify 
for the Independent Insurance Conference? I am thinking 
what the word "Independent" means. 

MR, SPRY: The Independent Conference Group 
are largely companies that are known as non-tariff 
or non-board companies as distinct from the various 


companies who are members of the Canadian Underwriters 


Association, 
COMMISSIONER PERRY: Mr. Ham, Leslie Ham? 
MR, SPRY: Canadian Underwriters Association, 
COMMISSIONER PERRY: That is why I referred 

to him, 


COMMISSIONER GRANT: The Canadian Under- 
writers Associ#ion has provincial offices and provincial 
officers, has it not? 

MR, SPRY: That is correct. 

COMMISSIONER GRANT: Those who are members 
of that, they take their premium rates from the Board. 

MR, SPRY: That is) correct, 


COMMISSIONER GRANT: They are commonly referre 
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to as tariff companies? 

Maye SPRY: 2@That. is right. 

COMMISSIONER GRANT: And those outside are 
the non-tariff companies? 

MR, SPRY; That Is correct. 

COMMISSIONER GRANT: The companies that you 
represent here today are all tariff companies? 

MR, MICHENER: No, Mr. Spry is not. 

MRTYSPRY: COLt “is eather “livelved< “1 Mill 
do my best, 

THE CHAIRMAN: Do we want to go into this? 

COMMISSIONER PERRY: They all sell insurance, 

COMMISSIONER GRANT: My main reason for 
aSking this is that later on I was going to ask for 
some information as to the competition between the 
tariff companies and the non-tariff companies in so far 
as the rates are concerned, 

MR, SPRY: Well now, perhaps for the general 
information of the Commission, it is possible in the 
Canadian Underwriters Association to be a regional or 
territorial member of that body. You don't, of 
necessity, have to be a member in each of the provincial 
jurisdictions or branches, For example, two of our 
companies are members in some of the Atlantic provinces, 
Down there we are recognized or known as just tariff 
companies, 

COMMISSIONER GRANT: Yes. 

MR, SPRY: The same condition applies to Mr. 
Rooke's companies, Lithese Dominion of Canada General 


Compa ny 
and the Casualty of Canada. I believe Mr. Rooke that in 
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western Canada you are a member of one or two of the 
jurisdictions of the group. 

MR, ROOKE: That is the only territory. We 
are not members in the Maritimes, 

MR, SPRY: So we can't give you a specific 
answer, yes or no, as to whether these companies are 
tariff or non-tariff. 

COMMISSIONER GRANT: Is it a fact that a 
Canadian company may be tariff in one province and non- 
tariff in another. 

MR, SPRY: That is correct, 

COMMISSIONER WALLS: I have a question about 
Table B that we were discussing a minute ago. 

THE CHAIRMAN: We were only discussing the 
number of companies and not the figures in Table B, 
There is a lot more to Table B to look at in a moment, 
You make the point that your industry is pretty un- 
profitable by figures given by Mr, MacGregor. He 
indicates it is unprofitable because you don't charge 
enough for your product. By saying you don't charge 
enough, I suppose you say competition is too keen and 
you are unable to do so, Would it be right to 
suggest that is perhaps because of the large number 
of non resident companies in this business, Sixty 
per cent of the premiums are written by branches of non- 
resident companies, I think. Does that in any way 
depress the earnings of the business. 

MR, SPRY: It does to the extent that the 
prices are reduced in the free competitive market. 
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profit just as much as the rest of you? 

Hi; Enki: One would’ Chink so’ 

THE CHAIRMAN: I raise this point because it 
is not a sudden condition, It has been going on for 
quite some time. When this happens over a period of 
time certain forces of economics enter into the condition 
and either people go out of business or the merge and 
the situation corrects itself. This doesn't seem to be 
happening here, Is there anything you care to add? 

MR, MICHENER: I will answer this, Mr. 
Chairman, It seems to me that the Canadian companies are 
going out of business as Mr. MacGregor pointed out, 
last year there were casualties of nine of the Canadian 
incorporated companies, taken over by others, in Our 
consideration, and we haven't got concrete evidence, 
but it supports the view that the foreign companies 
operated by branches are prepared to go without profit 
for longer, as is suggested in the brief, The 
attractiveness of the Canadian market to European 
companies that want a safe haven for selling their 
insurance business in the event they get into 
difficulties that Europeans have been faced with before? 
To establish this we suggest that they may be prepared 
to undersell and to forego profits. 

THE CHAIRMAN: I know if one insures an 
automobile in large urban centres in the United States it 
generally costs a great deal more than it does in 
Canada yet it is said that the Canadian automobile 
insurance business is most unprofitable, I heard that 


said again this morning. I would think that in time 
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rates would have come up to take care of the unprofitable 
situation, That doesn't seem to occur and I can't 
understand why not. 

MR, ROOKE: Mr. Chairman, going back to our 
first question, approximately 60 per cent of the business 
is written by branches of the British and foreign 
companies- they are the dominant factor by reason of 
the volume, and one of the views that I hold is the 
fact that as far as the Canadian controlled companies 
are concerned or Canadian incorporated companies, is 
the reason that they have the scope of Canada mainly. 

In so far as the domestic companies, their operations 

in Canada are only a small part in most cases of their 
world wide operations, They are operating branches, 

as we have indicated, While their anxiety for a profit 
is there it is not, in my judgment, to the same extent 
as a company such as those who are parties to the brief 
where their scope is restricted to Canada. I think that 
is one of the facts in regard to their philosophy as 
compared to that of a company operating solely in Canada, 
Competitively it is very difficult for a company 
operating in Canada to charge higher premiums or to 
restrict the cover on the contract to less than what 

is available on the market. 

THE CHAIRMAN: Thank you, 

COMMISSIONER BEAUVAIS: I have a question 
on’ Exhibit 3B. For the Canadian controlled joint stock 
insurance companies you have indicated they have 8.78 
per cent of the premiums written in Canada but the 


profit is 15 per cent so it means to me that you are 
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taking a better percentage of profit, isn't that so? 

MR, MICHENER: That is not the whole case 
because that 15 per cent is a percentage of profits 
and of investment income, 

COMMISSIONER BEAUVAIS: The investment income 
is included, 

MR, MICHENER: To the total, so there is a 
different factor. The Canadian companies maintain 
investments in Canada sufficient to establish the 
reserves they require, 

THE CHAIRMAN: I wasn't going to come to the 
figures for a minute or two, Mr. Beauvais, but you are 
quite right, the difference on that schedule is most 
conspicuous, When we come to the figures we obviously 
have to inquire into it. 

COMMISSIONER PERRY: There is one question 
I have which is really a tax question but bears on this 
subject of foreign competition and it may well go beyond 
the extent of your research, I wondered whther you have 
any evidence of the possibility that the way in which 
branches of foreign companies are taxed -reithero in 
Canada or in their own country has a bearing on your 
competitive position in Canada? If you have done this 
you have done quite a sweeping study of taxation both 
here and abroad. I wondered whether you had any 
comment to offer on that. 

MR, MICHENER: We haven't endeavoured.... 

COMMISSIONER PERRY: I don't think there is 


anything in the brief on it. 


MR, MICHENER: We have't endeavoured to follow 
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the tax position of the foreign companies beyond the 
15 per cent withholding tax, beyond what the Canadian 
authorities tax. 

THE CHAIRMAN: Perhaps we ought to move right 
to Schedule B because it is in line with the last two 
questions and I think we have come to it, The point 
there, it seems to me is this schedule would be easier 
to understand .. the underwriting profit on investment 
income were it put in two columns rather than one 
column because the tax on investment income for the 
British and foreign branches, as pointed out, isva 
different tax than it is on Canadian profits. Again that, 
of course, is influenced or affected by what Mr. Perry 
asked, what happens to the investment income when it gets 
into the country of the parent. Is it again taxed? 

MR, MICHENER: Yes, 

THE CHAIRMAN: In fact are these things as 
much out of balance as you indicate because if that 
investment income of the British and foreign branches 
were taxed they may not be out of balance, 

MR, MICHENER: We are unable to supply those 
figures. We assume they are subject to other taxes, 
but to what degree, I think none of us are able to give 
you much assistance at the moment, We deliberately 
avoided trying to make too much comparison with these 
other companies, They only come in incidentally. In 
the brief we have tried to make our own case on its 
own merits, that is far as income tax, as far as 
reserves and income tax are concerned, We haven't 


concerned ourselves with making too invidious comparisons 
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with competitors abroad, life insurance companies. We 
plead our own case. 

COMMISSIONER PERRY: I «concede that my 
question was highly sophisticated, involving an answer 
I have been seeking for some years, I am not surprised 
you don't have it. 

MR, MICHENER: Unless Mr. Smith could help 
us with it. 

MR, SMITH: There is one element of the 
taxation where the foreign branch has an advantage over 
the Canadian incorporated company. 

THE CHAIRMAN: Yes, 

MR, SMITH: In that underwriting losses 
are the only income of the Canadian operations. 

THE CHAIRMAN: I am sorry? 

MR, SMITH: The investment income is income 
of the British parent and therefore your underwriting 
loss as such can be set off against future underwriting 
profits as we have quoted in the brief. 

THE CHAIRMAN: Where is that stated in the 
brief? 

MR, SMITH: At the bottom of page 12, 

THE CHAIRMAN: "Part of the difference..." 

MR; (SMITHS 9 Yes. 

THE CHAIRMAN: "Part of the difference 
in income tax payable in Canada arises because the 
investment earnings from branches in Canada of British 
and foreign companies are not subject to Canadian income 
tax except the 15 per cent withholding tax, The result 


is that the branches in Canada of such British and 
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foreign companies pay income tax on their net underwriting 
results on a rolling five year basis whereas underwriting 
losses of Canadian controlled joint stock general 
insurance companies incorporated in Canada can only be 
recovered on this five year basis to the extent that 

such losses exceed baeauie investment earnings during 

the same period", I follow your point that the 
advantage of the average can only be taken into Canada 

to the excess over investment income whereas in regard 

to foreign companies the full advantage can be taken 
without deducting investment income, That is so, 

MR, SMITH: Yes, that is so. 

COMMISSIONER. PERRY: Would the witness mind 
giving the reference for the statement? Does it appear 
in a regulation or is it simply known to be the practice? 

MR, SMITH: I think it is basic in the 
method of taxation of the two groups of insurance 
companies, 

THE CHAIRMAN: The investment income in 
British and foreign companies is not brought into 
earnings but is taxed separately. 

MR, SMITH: Part may be. Part is*not. It 
depends on the circumstances of each group. Taxation 
of foreign insurance companies is largely controlled by 
legislation. 

THE CHAIRMAN: It would seem to me the 
best way to discuss what you have put before us is to 
go right to the point set out in your conclusions where 
you said that the present practice of taxing these 


people is not in accordance with generally accepted 
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accounting and economic principles, 

Just take accounting principles for the 
moment and tell me whether, if you can, the determination 
of taxable income aS now determined in the case of the 
Canadian company -- I am not speaking about foreign 
companies -- varies from the generally accepted 
accounting principles, 

MR. SMITH: Mr. Chairman, it is a rather 
difficult question to answer and this thing almost comes 
out of taxation and into accounting principles and the 
presentation of insurance companies balance sheets 
generally. 

THE CHAIRMAN: I think we must argue there 
because what you are saying is that you wish to vary 
the measurement of income which in fact is in accordance 
with accounting principles. If you wish to move away 
from it -- you wish to move away from accounting 
principles, from what you are saying. 

MR, SMITH: Well, here is an insurance company 
balance sheet. You have a surplus which under accounting 
principles is your surplus but unlike any other ordinary 
company that surplus is not a shareable surplus. It is 
sibject to a number of restrictions and deductions under 
the insurance regulations, It is these compulsory 
deductions from surplus which we have made the subject 
of this brief and they are moving into line with 
normal accounting thinking. If a reserve is necessary 
or compulsory, it should be left out for tax purposes. 

THE CHAIRMAN: All right, but then are you 


not saying that the method normally accepted to present 
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financial statements of these companies is not in 
accordance with generally accepted accounting principles, 
apart altogether from taxes because I think you are 

taxed in accordance with the normal method of presenting 
financial statements, are you not? 

MR; SMITH: >In respect torohnerspecific iten, 
for example, that 15 per cent provision for assets over 
liabilities, it is not set out in the Act to bea 
provision, 

THE CHAIRMAN: It is not normally shown on 
the financial statement. 

MR, SMITH: No, because it is not set out in 
the Act to be a provision. It is required or it is an 
requirement in the Act to be held in surplus, 

THE CHAIRMAN: Granted, but an accountant 
does not require that to be treated as a surplus. It is 
merely that your assets must exceedt your liabilities 
by 15 per cent in order to stay in business but nobody 
anywhere says that is required to be treated as a 
reserve. 

MR, SMITH: No. 

THE CHAIRMAN: An accountant does not so 
treat it. 

MR, SMITH: No. 

THE CHAIRMAN: Therefore what I am saying 
to you is would you please tell us to what extent and 
how what you recommend would bring you into accord 
with generally accepted accounting principles for the 


insurance business, 


MR, SMITH: Well, I think it would probably 
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mean if these reserves were allowed for \. .tax purposes. 
I am speaking now of -- not on behalf of the accounting 
profession itself -- this is a personal opinion, I think 
you would probably have to :set:, -- the profession 
would have to set: qutthe principles involved, lay down 
standards for -- uniform standards for the profession. 

It | would probably result in setting up this provision 
or note it on the balance sheet somewhere to explain that 
this is what surplus was reserved under the regulations 
and, of course, the. proper amount of income tax 

deferred would have to be set out, 

THE CHAIRMAN: I think all you were saying 
is that if the tax law provided for it, accountants 
might accommodate themselves by the tax law, 

Mk, SMITH: . Yes. 

THE CHAIRMAN: Well then, what would an 
accountant do if there were no taxes at all? What would 
be the position in respect to accounting principles? 
That is the principle they are following now, is it not? 

MR, SMITH: That is the problem, You have 
two conflicting acts at the present time in presenting 
a statement. 

THE CHAIRMAN: The percentage reserves that 
you ask for are not shown on the financial statement, 

MR, SMITH: That is right. 

THE CHAIRMAN: If there were no taxes and 
no requirement to establish reserves, I suggest to you 
that probably would not be shown on the financial 


statement, Do you agree? 


MR, SMITH: That is correct, if there was 
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no regulation, 

THE CHAIRMAN: What you are saying is that 
the reserves be set under the Act, which is a departure 
from current accounting principles as now applied in 
the industry. 

MR, SMITH: That is correct, sir. 

THE CHAIRMAN: It does not bring it into line 
with accounting principles, It is to create a departure 
from accounting principles in the industry. 

MRe SMITHss ue Yese. Bir. 

THE CHAIRMAN: What you are saying is that 
such a departure would conform in your view closely 
to general accounting principles of all kinds but not 
in respect to this industry. 

MR. SMITH: Yes, that is the point. This is 
a comparison with general accounting principles as 
distinct from the insurance industry. It does not --- 

THE CHAIRMAN: So then you are saying the 
accounting principles as employed in this industry, do 
not conform to general accounting principles throughout --- 

MR, SMITH: That is right. 

THE CHAIRMAN: By suggesting this industry 
is perhaps deficient in its accounting principles, 

MR, SMITH: -No, well not. deficient itself, 

I would say it is a conflict of two Acts affecting one 
set of circumstances. 

COMMISSIONER BEAUVAIS: On this point, Mr. 
Chairman, is that similar to the depreciation that you 
take for income tax purposes and yet you are not 


obliged to show that in your books, 
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1 MR, SMITH: It is similar because in such 

2] cases the Department would find that is commonly done by 
3] the auditor. 

4 THE CHARMAN: Right now, Mr. Beauvais, the 

5| tax returns of these companies filed shows an income 

6] which varies a little bit from that reported by the 


7| financial statements to the extent of disallowed assets, 


8] That is about all. Am I not right? 
2g MR, SMITH: That is Seago 
10 _ THE CHAIRMAN: Disallowed assets are crossed 
11| off the balance sheet and adjusted through the surplus 
12] account, whereas for tax purposes they are brought back 
13 Bi, 
14 COMMISSIONER BEAUVAIS: Well, can you give 
15|| me an example of these assets? 
16 THE CHAIRMAN: Furniture and fixtures. 
17 It is a very small adjustment and one not 
18] usually worth considering, 
19 MR, MICHENER: It becomes important, Mr. 
20] Chairman, if a company invests in modern business 
equipment, It may become important in a period, There 
may be very substantial expenditures for I.B.M. systems 
or business machines, This is one of the things that 
the Superintendent mentions about the industry. 

If it is ever to make a profit, it must 
cut down its expenses, He suggests the larger companies 
have an advantage because they are using more machinery 
to save expenses, In that case it might be a factor, 
We have not over-emphasized it. 


THE CHAIRMAN: Yes, it could be. Of course, 
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an awful lot of that equipment would be rented rather 
than purchased, 

MR, MICHENER: Yes. In any.event it would 
probably be non-recurring. Yet a company rehabilitating 
itself or moving to a new office might spend very 
substantial sums in one year. 

THE CHAIRMAN: And get very heavy charges 
against income in that year. 

MR, MICHENER: Yes, 

COMMISSIONER GRANT: Referring to Exhibit 
B again, it seems to me that you really find yourselves 
the victims in the insurance business being a joint 
stock company and being in competition with companies 
whose figures are on the top line and companies whose 
figures are on the bottom line because these two enjoy 
tax privileges which you, as joint stock companies, do 
not. 

MR, MICHENER: We say that we are taxed ona 
different basis. Yes, that is substantially our position. 

COMMISSIONER GRANT: Because you are paying 
37 per cent off your underwriting profit of investment 
income in taxes whereas your competitors are paying about 
20 per cent. 

MR. MICHENER: Yes, that is the net result. 
That is the way it works out over the years, 

COMMISSIONER GRANT: What you are looking for 
now is for a change in the Act which will permit you 
to set up some taxes from reserves, 

MR, MICHENER: That is what we are asking for. 


COMMISSIONER GRANT: With that you feel you 
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would be in a more competitive position with your other 
competitors in the insurance business, 

MR, MICHENER: Yes. 

COMMISSIONER GRANT: And if these taxes 
from reserves were permitted to be set up, the income 
derived from them, I presume most of it will be in the 
form of investments and from the nature of the business 
would be subject to taxes, 

MR, MICHENER: Yes, it would. We feel it 
would improve, as stated in the brief, the competitive 
position of the Canadian companies to free its own 
funds by deferring these tax payments on these reserves, 
to generate funds which could be used for development 
and expansion, 

THE CHAIRMAN: Mr. Michener, you can only say 
that these companies have an advantage to the extent thav 
that investment income of non-residents bears to less 
taxes than does the investment income on residents but 
that is not the whole case because when you are 
considering investment income of non-residents, I think 
you must consider the taxes in their own countries. 

MR, MICHENER: Yes, also the balance of the 
arrangement under which they pay taxes in Canada. It is 
not the whole story. What we say is that the experience 
as set out in Exhibit B indicates that in fact the 
Canadian-controlled companies have been paying a 
relatively greater share of income tax, a substantially 
greater share in relation to the amount of their share 
of the volume of business. 


THE CHAIRMAN: I suggest to you, Mr. Michener, 
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that is about as significant as saying I pay more income 
tax than does somebody living in the U.K. who has 
invested income in Canada. 

MR. MICHENER: If you are going to take into 
account the taxes that are paid there, yes, but after ail 
they are doing business here on competitive terms, That 
is, we are not able to say what advantages or disadvantagels 
they have in their own tax jurisdictions. 

THE CHAIRMAN: If we look at the underwriting 
profits separately, we find they varecabout themmeme~as 
yours, | 

MR, MICHENER: Yes. 

COMMISSIONER BEAUVAIS: Could we havethose 
underwriting profits separated. 

MR. MICHENER: The latest information 
about underwriting profits is contained in the report of 
the Superintendent for 1962, Full details are given in 
the report but he summarizes it at Table A on page 10 of 
the Superintendent's report. That sets out the net. 
premiums, “Reinsurance for Canadian companies but only 
registered or licensed British and foreign companies. 

This relates to the percentage of business 
not to underwriting gain or profit. Perhaps we have a 
table on this sheet for underwriting gain or profit. 

THE CHAIRMAN: You would not have it 
classified in that way, would you? 

MR, MICHENER: The Superintendent has 
classified it in this way. 

THE CHAIRMAN: He has? 


MR, MICHENER: Yes, he has because of his 
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interest in the problem, He has written fully about it 
last year in his report from the way he quoted cues I 
Wilieseendt Iocan find that. 

THE CHAIRMAN: Thank you. 

COMMISSIONER GRANT: On page 4 you make a 
remark that foreign companies doing business in Canada 
are able to retain larger risks without recourse to 
so much capitalized ‘reinsurance, At present a substantial 


part of such reinsurance is placed with neinsurers based 


outside of Canada. What I would like to know is how 
much the reinsurance of risk bears on the premium cost. 

MR. SPRY: Well, gentlemen, the larger base 
capital and the larger the spread, the larger the net 
retention of the carrier. A company with a base capital 
of $150 million can take for its own account on 
reinsuring a much larger risk than a small domestic 
company, such as anyone of our group, you See. 

So, if we are asked to compete with one 
of the other companies and write a risk for $1 million, 
it is conceivable that some of the large world wide 
corporations might wish to retain $1 million or $2 
million of that risk net; whereas because of our greatly 
reduced base capital we may decide to retain only 
$25,000.00 so we have to resort to reinsurance, 

We go to the London market and under treaties, 
they take the excess of that primary retention of ours 
on an agreed basis. 

The agreed basis is usually geared to the 
loss ratio. If it shows a small margin of profit to | 


them, they are satisfied at the rate they have struck, 
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EEVLt is producing (too much: profit, well then they are 
going to reduce the price so it will go to some other 
Reinsurance market, 

On the other hand, if it is unprofitable to 
them, they want us to increase the price we pay them, 

For domestic insitutions to compete with 
large world wide carriers, we could not do it if it 
was not for the availability of these large professional 
Reinsurance markets which exist in New York and London or 
in continental Europe. That is what we mean by that. 

COMMISSIONER GRANT: Well then, Mr. Spry, 
if the company is large enough and can retain the business 
within itself, without having to farm it out, so to 
Speak, then, in the event that the loss ratio is 
favourable its profit position is going to be that much 
better and that in turn would hawa direct bearing 
on the rate at which you would be able to quote, 

MR, SPRY: That is right. 

COMMISSIONER GRANT: Your British based 
company which, say, has been in operation for centuries, 
and does business in all parts of the world, probably 
has got a broad base and can compete with you in 
Canada on a premium basis, which makes it difficult for 
you to compete, 

MR, SPRY: That is correct. On some risks, 
where we are asked to quote, depending on the amount of 
the risk -- it may be $1 million or $2 million, depending 
on the hazardous nature of the risk, before we can 
quote frequently we have to contact the London ma rket 


by cable or by telephone and ascertain what price they 
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want for the excess over our retention, 

Depending on what they are going to charge, 
certainly will depend on what we are going to charge 
and frequently we find that we would make a quotation 
and we were anywhere from 15 to 25 per cent higher than 
some of the rates quoted by some of the larger world 
wide insurers. 

COMMISSIONER GRANT: I think British 
companies have become quite aggressive in recent years 
in Canada, They have bought up Canadian companies. 

MR, SPRY: And the Americans too. 

COMMISSIONER GRANT: They are now operating, 
The insurance business has undergone a change, 

MR, SPRY: And the Germans. 

COMMISSIONER GRANT: I beg your pardon? 

MR, SPRY: And the Germans and the Swiss and 
the Dutch, We have a lot of Canadian incorporated 
companies in Canada owned by not only American interests 
but by British and other European interests. I think, 
and I know that Mr. MacGregor freely admits, I think 
Canada is the most over capitalized country in the world 
so far as the general insurance business is concerned, 

COMMISSIONER GRANT: The business of the 
Canadian General Insurance Company of which you, Mr. 
Spry, are the head, you show under underwriting profit 
in 1961 a markup almost the same as 1960. Are you 
in the life insurance? 

MR, SPRY: No, general insurance agency. 

COMMISSIONER BEAUVAIS: I have a question 


here on page 19 under Item entitled Specific Recommendations. 
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taxable only to the extent that they are finally and 
definitely available to the shareholders, that is, when 
such profits are taken into corporate surplus aioe 
You say "We are familiar with the tax philosphy on which 
a similar practice is permitted with respect to life 
insurance companies", Could you give us an 

explanation of this philosphy? 

MR, ROOKE: I will endeavour to. This 
apparent philosophy, in my judgment, that profits 
occurring on life insurance are not taxed until they are 
brought into the shareholders account because that 
business is engaged in a thrift business or business 
which is incurred with thrift or is cut on fabric of 
the country. I believe that is the thinking behind 
the exclusion of that profit. My company happens 
to be engaged also in life insurance business as well 
as in the general insurance business, so we are in a 
position profitsaccruing from the life insurance portion 
are not taxable until they are brought into the share- 
holders! accounts whereas profits from the general 
insurance business are taxable when earned, 

THE CHAIRMAN: The difference I think being, 
Mr, Rooke, in the case of life insurance companies there 
are substantial reserves established and required to 
be established to protect policy holders and it is only 
to the extent that these reserve requirements are 
satisfied that the general surplus aecount of life 


insurance companies become available. That is what 
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you are saying really in your submission, that some 

2| Kind of larger reserve should be permitted for fire 
insurance companies, Right now actually, I think you 

are only taxed on what is credited to your corporate 
insurance account in fire insurance, You are suggesting 
you credit your surplus account with too much now and 

you are suggesting certain reserves should be made 
against that. I think the practice we follow now with 
regard to tax is what’ you say, “am DPonotiright; ‘Mr. 
Smith? 

MR. SMITH: That is right, the corporate 
Surplus -- really the intent there was available as 
a corporate surplus for dividends. 

THE CHAIRMAN: You are saying corporate surplu 
saccounts: as now employed in fire insurance companies 
is what it should be. 

MR, SMITH: That is right. 

THE CHAIRMAN: It is the corporate surplus, 

MR, SMITH: It shows the surplus. 

TH CHAIRMAN: It contains what you suggest 
should be reserve, 


MR, MICHENER: If at the present time we 


accept it as reserves there would be no tax, That 
wouldn't be recognized, What is available goes into 
surplus. 

THE CHAIRMAN: That is correct. Now, Mr. 
Michener, I think what we have got to look at is if 
there was no tax what would the reserves be? Why did 
this industry not always establish reserves somewhat 


like the life insurance industry has irrespective of 
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tax, establish reserves if it needs reserves. If this 
industry needs reserves it should have reserves whether 
it is taxed or isn?tt taxed. 

MR. MICHENER: That is the point we are 
making. Perhaps we haven't made it on the correct basis 
by saying .- according to good aeccounting business it 
should be there but good eronomics indicates that the 
application is there throughout the business course of 
a-general instpance company. Its assets: are committed 
to liabilities which are unknown and unforeseeable, I 
think it has been well illustrated in the history of the 
Canadian companies, You get the fire of 1877 in St. 
John's which put most of the Canadian companies out of 
business, and you had three instances starting with 
the St. John's fire. 

THE CHAIRMAN: The point you don't make is 
why these reserves were not made irrespective of taxes. 
The Tax Act does not prohibit reserves, It doesn't do 
anything to stop reserves, Income tax only started 
in 1917 and it only became large in respect of these 
companies in relatively recent history. Why before 
this, why did this industry not set up a practice of 
establishing reserves, why wait until taxes are high, 
You are only motivated by taxation, If the motive was 
accounting you would have done this long ago. 

MR, MICHENER: That is, perhaps, justifiable 
criticism, As long as the funds are in surplus they 
are available, they are in reserve or surplus, they are 
left for the contingencies of the insurance business, 


It is the option of the shareholders what they draw out 
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SOR pros t G8, That is the only difference that arises, 
Until the surplus is actually distributed it is ina 
different position that in most businesses, That is 

why we say it is not in accordance with good economics 
to regard any insurance revenue as income until they 
have been distributed, and that is the position the 

fire insurance companies have taken. We suggest that 
what applies in that industry, in that kind of insurance 
applies with equal force in this kind of insurance, 

The only difference is one is insurance of life and the 
other is insurance of a man's assets, both equally 
indispensible in the society in which we live. If 

you haven't life your assets don't have much consideratio 
except for your heirs. The public aspect of the two 
kinds of insurance is comparable. I suggest that the 
reserve position of the two should be comparable 
because the liability of earnings is basically the same 
in both types of insurance. In that way, in that 
respect insurance is different and distinguishable 

from other kinds of business, It is on that basis, 

the peculiarity of the business that we suggest not 

only is it economical to set up reserves but it is 

also good tax policy to permit reserves to be 
established before taxation and the tax be deferred until 
the money is actually distributed, 

THE CHAIRMAN: Mr. Michener, I would have 
thought the reserves would have to be justified as an 
objective measure, It would have to be said that 
these reserves are necessarily reserves in order to 


properly measure income of the companies, not to hold 
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1] back taxes, That is turning the whole thing around. 

2) I think in the life insurance business these reserves 

3|| have always been fair reserves, They need to be there, 

4] One recognizes the need to be there. I have been 

5|| rather surprised that general eee casualty insurance 
6| has not provided reserves, not for tax purposes, but as a 


7|| proper measure of the income in order to protect their 


own company. To bring this forward as a tax measure 
seems a little scurrilous, I would have thought that 
it should have been brought forward apart from this, 
that we need reserves in order to come down. to the 
proper income, in order to protect our business -- there 
are all kinds of reasons other than taxation. Taxation 
should be levied on a proper and appropriate measurement 
of income, and the best measurement of income that can 
be maintained. The best measurement of income «i. Lc 
lucakuc:; is generally what: is established by 

accountants on financial statements. You are saying 
that isn't the best measurement of income, Perhaps that 
is so. If that is so you have a case to make, and 
it isn't an easy one, 

MR, MICHENER: I can only repeat what I 
said before, income and surplus is actually reserve 
in the case of insurance companies, The real test of 
the conduct of the industry is how much they pay out 
in dividends. It is a reserve just as much as if it 
had been called a reserve. 

THE CHAIRMAN: Are you saying that about 
all industry or just fire insurance? 


MR, MICHENER: I am saying that about general 
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insurance only. The amount that is paid out, of course, 


Sections 103, 4 and 5 of the Insurance Act containing 
the conditions in which insurance companies may pay 
dividends, They may not be able to pay dividends if 
they have, let us take, even if they have a surplus 

and what has been put into reserves, they may not use 
that for dividends if they didn't have an average profit 
over three years,and other considerations -- if they 
used reserve capital and so on, They are not treated 
as other taunt es are in the way they are regulated. 
They are more severely regulated, 

COMMISSIONER BEAUVAIS: When you say this, 
available for dividends but not necessarily distributed. 

MR, MICHENER: I am sorry? 

COMMISSIONER BEAUVAIS: Distributed. 

MR, MICHENER: I say distributed -- only 
theprofits of the general insurance company are distribute 
They are all subject to the policy holders claims, 

COMMISSIONER BEAUVAIS: I mean in your brief 
it says they are finally and definitely available to 
the shareholders. There is a difference. 

MR, MICHENER: What we should say is 
distributed, following the discussion we have had with 
the Chairman, 

COMMISSIONER JPERRY: The “Act, cust... 
Section 7, refers to amounts credited on shareholders 
account or otherwise appropriated for or on behalf of 


shareholders, 


COMMISSIONER BEAUVAIS: That is my point. 


aoiqive: « senna 


Pan 


14 SO 


Yet Sf}. sino Igtcisénse tetivo Eas ABE eon's vove 
bes opts fon why Gey co os due Lediges evrpap bee Top 


Dalal ones ote Gadd yaw acdz-af vis selsraobyt seta be 


Ot 


hi Sud » 


aee =< CSvinifgeell cae J  : sete oh ti 


asus i) ws i 


vin 


SOG Wh SE Teg. -CLAVUARR NOTES EES 
* 


Woy Gh haem > sSLAVUARE FeMoTee mod’ ie 


OMWions $9 betiherw sinvgee of eastet al Moston’ 


‘imied 20 9 40% Setelueorgiy se lwradds, ao aitiopos 


a 


sulin | 


ny voieiel -abrobivth A | 
anetee way , Par pects é 

ron §oe corte aqriseer omit, ag ba Tari Bap hee 
SHEMONE.OF ovat Fob, ces Mt, ebuwntyzs wh qarid. |g 


i} 
. beveioget Yiseteyse gro Bag vault tg) 


con YOY doe SOLAVUARE, MON TESIIMOS ae ek 


-"62> 4) Daneeeoen Jon sod ettetiivy2h oat biderievs si 


rytios te SF RAMEN . ah. ar 


-O3fucessalh iiTAvVATs ASMOLenTwies | al 


7) CUeCsOS 2iwihedt latenem gis ta ef Plog stg 


ekato nweetsu “otied nz (O07 Jeelcer [28 eta vortd yy 


“iy l ieee Cher fectot bee ttlagss. ete voeds egen JD 
SOMPTNTICN ¢ St agedt .ausbLosstels edd 


He Ye COwote Sw days sUVIOgM aM 


eit) oF pl. we agkeeros ith ai? aitwolied .betudbagesh 


ug testbeds aA “ 


_T9A. 71. 1. YRART SeMoreeriMoD * 


| 


-easblorieneda 


ANGUS, STONEHOUSE & CO, LTD. 6521 
TORONTO, ONTARIO 


MR, MICHENER: That is the point. We were 
thinking of the comparable situation. I was saying 
Mr. Chairman, about underwriting gains in the Canadian 
controlled companies. I find that the Superintendent, 
he has underwriting gains, but he hasn't segregated the 
21 companies, nor have we, We could do that if your 
Honours wish it done, 

THE CHAIRMAN: I don't think so, We could 
easily get it from the Blue Book ourselves, 

MR, MICHENER: They are set up in the Blue 
Book, The only comparison of underwriting gains is 
that of Canadian companies as compared to all British 
companies and all foreign companies. That is ,in the 
Superintendent's report for 1961 at page 30. Then he 
also makes the comparison of underwriting gains for 
the first six months of this year in a speech he made 
at Toronto. That is such a short period I could 
scarcely tender that as representative. He shows 
general Canadian controlled companies. That is the 
document I presented to you, Mr. Chairman. If we can 
do more for you we will if it is desirable. 

COMMISSIONER GRANT: I suppose Mr. 
MacGregor's report is just factual. He doesn't draw 
conclusions or make recommendations with respect to the 
Canadian controlled companies? 

MR. MICHENER: He says frankly he doesn't 
know the answer. He hasn't said what we propose in 
our brief is the answer. He leaves it open to 
argument, That is one of the arguments that would 


help Canadian business anyway. Maybe it can help us. 


vA) 


ne Soe, Orn i \onie bon ation 
Veith “ rox Wik ree z Ee 

in \aibrk acre tase oa ong ant ‘at dos “ilene 
he Oy ch yo rea wre yeay SARAIOIM et 

‘ea cmtny ye er to. doglcequse “ine nat .weae 


os 


MOLIIG Iie oF Haxeqmdo #8 dbEAdq@og Mithensd | to galt ie 
47 ur as sagt ensiteeeeg mp tia [fn Ste sobraqyiy ey 
4 GacT Of #963 Ju idel so? stese% “'Jgnebissalesgrms tae 
a0] w24g nederterobite Se nde dienes “@) eeant onte Ter 
cat CA Cems @ OL Ynoy ete So afdnen ele tert? et et 
t Pa Ade L hatte ttle e doge eh saat OFrewT va It 
AWOiy! yl] .o) Sodtepeigey be Sedo sadaad Yiectage Let 
CGF 62 Se? .eetteamor hel tegsiivs cubeaans feitedeg 
mie Se TE anirr kati 5a vung of hecaepety Tt doeneod | 
‘Wloeirssh al Vil tn ii tn aw lgée sol stem ob 

@f secg jum = | rT AnD DFMO XCLININCS 


Wart 7 *tueoh aR tewdour juut ar Pyvote, at reset ho 


it oF Joutsey tie shalvepnaaingss euam to enoleiuloasce 


Teelnsqmos ballosdacds wckbhanah 


of fees ed Yizdters? ates oH . -niDTM ma 
a? “sdgete ot tatie Olea T’dedd oH Newads ait? worl 
ooveapo FL sevaeskl SH , Terenie ost? wl abe sh0 
hidow gaat pinenea've wid 26 emo af Salt? Jientrgne 


dv olor med. dd degen qowkne eaenthud methane Gt th i 


ANGUS, STONEHOUSE & CO, LTD. 6522 
TORONTO, ONTARIO 


He says the industry must take either the course of 
increasing the premiums for insurance or reducing the 
cost. That is axiomatic. He doesn't indicate how it 
could be done. 

COMMISSIONER GRANT: I see foreign based 
companies competing in all fields of insurance, Are 

as 
the British companies active in the automobile insurance 
as you -- they don't place any restrictions on the 
coverage? 

MR. MICHENER: No. Their division of 
business seems to be comparable to the Canadian 
corporations and Canadian controlled companies, They 
are in all the three major lines of general insurance, 

THE CHAIRMAN: I have one question here, You 
make the point that there are legal requirements which 
act as a restraint on Canadian controlled companies 
acquiring other business. You say "See page 9", That 
comes up on page 16, paragraph 3 with reference to page 
os 

MR, MICHENER: Yes. That is the reference 
to the portion of the Canadian and British Insurance 
Companies Act. There are two provisions that we 
suggest amount to a restraint. The first is in Section 
63, subsection 7 which says: "The total book value 
of the investments of a company in common shares shall 
be limited to 15 per cent of the book value of the 
total assets of the company", so that an insurance 
company can make investments only to 15 per cent of 
the common shares, If we put all that 15 per cent 


of the common shares with one other insurance company it 


Ota ‘ewe % s0rer, tha ba 
orion oh tcomadan etd ak.eviide Seite eek hcl’ aig 
wid mo msn asin Yaa. sure iat ‘wees a BBY, Gl 


* -Seg@rewas 


t 
3 
Q 
WO Weln ive afev? (OM) OR RROLN ot ioe 


ASlhend) wt} oF sidacayedy advod geseaerenlacd 


vor .S0lrngmd OotLorsaoe detosnas Ban atotdwroq'tad 
ote lovey “to penkt tol sm sede a) iLecL ere 

WOE . aptad ne lJeeup eas ated 1 KAORAID ope” 
oct eNieretienes Level oh nerecs Sant Intoy att? eva 
wiegoess bellerinet aetttasdrto salawtest. «es tbe 
ORT 6° Tue GOR” wom LOY aBendaud dedi entezonda 
Van] OF sone tes thidw £ ddetqecny VOL aang (i, it Gane 
‘€ 

chee Tet sot wei Gad? Oder TEMS oA 

Socertabo® Mesetay Oc cuthate? off) Woe liad edd a9 
en 2 fd BAO Le Avo ows Sta epaiy 704 setaccnot) 
Gegense af 2 vatha ody ilaiwoen ¢ od Susone Heennue 
o¥iny food [ated edt --:eyee) doide:? adigeshavs to 
Lila ge'risia FCMUROG “We Tisjuoo a ao (esasnteeval ends te 
s4d° "to suloy wood’ ants So das 10K} Gs od boviall aif 
SHTeTONG. ts Cett of |) *enegmdovadds Ge oreeee ravor 
22 Jres “oy (2 of oyldo midcenteeyek solo Rk Yoagotes co 
bia 720° ¢L Gall} ite tint ov) tI .8etkds roses wit 
i. wenn socal teate. ano ce Le Prien — “est % 


ANGUS, STONEHOUSE & CO, LTD. 6523 
TORONTO, ONTARIO 


isn't likely it would amount to control. 

The other restraint is in Section 64, sub- 
section 1 which says: "Nothwithstanding anything in 
Subsection 1 of Section 63 a company other than a company 
registered to transact the business of life insurance 
may invest its funds in the fully paid shares of any 
other company transacting the business of insurance or 
of any corporation incorporated outside of Canada and 
transacting the business of insurance, No such investment 
shall be made if as a result thereof. the total amount 
invested in such shares would exceed 50 per cent of the 
surplus of such company as shown in the most recent 
annual statement deposited in the Department". So 
that there are two limitations on insurance companies 
and proper limitations. I do not suggest there is 
anything improper about them, There are two 
limitations preventing acquiring control of another 
Canadian insurance company. 

It is obvious that there are too many 
insurers in the business. That is clear from the present 
condition of the industry. There are 357 altogether, 
counting all classes, Canadian-incorporated, British 
and foreign and amalgamation or consolidation might be 
a very healthy development in the industry but that 
is restrained by Canadian companies extending the 
process to their own advantage. 

THE CHAIRMAN: Is that not a very unfair 
restraint, in that if a Canadian company buysianother 
company in its entirety, buys the assets and assumes the 


liabilities of the company, that restraint would not 
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apply because the shares of the other company, which is 
acquired, would not appear in its investment portfolio. 
MR, MICHENER: If two companies were eeu 
it would be done, 
THE CHAIRMAN: Buy the assets and assume 
the liabilities. 
MR, MICHENER: Yes. That could be done, 
If shares of another company were held as an investment, 
this restraint operates very effectively. 

_ THE CHAIRMAN: The restraint would operate 
if you were to buy 95 per cent of the shares of the 
company but you could not afford to buy the other 
5 per cent; whereas if you got the whole 100 per cent, 
bought the assets and assumed the liabilities, the 
restraint would not apply. 

MR, MICHENER: Yes. 

THE CHAIRMAN: It would seem to me there 
should be a modification of that restraint. It is 
impeding your progress, 


COMMISSIONER WALLS: Prior to thécpresent leg- 
islation being passed in 1952, what 
had the experience been? Do you think there had been too 
heavy an investment in common stocks,whicn veo: 
in cor®eih pretttoes + 
MR, MICHENER: I cannot say, Mr. Wallis. I 
think it was rather the other way. It was permissive 
rather than restrictive. T am not sure the power to 
invest existed at all before that. I cannot answer that. 
COMMISSIONER GRANT: I rather think it 


relates back to the thirties. Some of the life 


insurance companies were suffering from too heavy 
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1) investment incomes and the Canadian-British Insurance 

2|| Companies Act was amended around that time, I think. 

3 MR, MICHENER: Yes. It was during that 

4| particular period, apparently in the twenties or thirties, 
5| They had over-invested, I am not sure that applies 

6| to the general insurance companies. I will find that 


7|| out and give you that information. 


8 THE CHAIRMAN: Mr. Michener, so that we will 
9| be perfectly clear as to what you are putting tefore us, 
10/| might it be useful to refer now to page 23, which is 

11 your proposal for profit income gain for the Canadian 

12] General Insurance Company. 

155 MR. MICHENER: Yes. 

14 THE CHAIRMAN: Referring to the differences 
15 that result in say 1961, what you propose as against 

16] the actual. The first difference is given as unlicensed 
17|| reinsurance and that comes in on both sides. As you 

18|| look at the exhibit I wonder why there is a difference 
19|| between the two columns. On page 23 the last two 
columns on the righthand side which are headed 1961. 

MR, SMITH: Yes. 

THE CHAIRMAN: And about the fourth item down 
is "unlicensed reinsurance" and under the column in 
1961 under the heading proposed there is a figure 313,187 
and then under the "Actual" there is nil. 

Then, if you go down to the lower part of 
the page where it has "unlicensed Beinsurance" there 
is nothing in "actual," and under "proposed" there is 
351,486, 


Unlicensed reinsurance is again a similar 
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provision to the statutory 15 per cent, 

MR, SMITH: It is a regulation, It is not 
a compulsory reserve. It doesn't apply to all insurance 
companies. 

AS an example this reinsurance we are looking 
at here represents a difference between the monies 
owed to this group by Lloyds Reinsurance and goes out 
on a contra account to Lloyds. 

Commercially, I don't think anyone is going 
to regard Lioyds as a doubtful debt, oa naerel ore, 
in terms of a commercial balance sheet or the 
presentation of a balance sheet it is under reserve 
as required; but under the Act, due to some past 
history or regulations, all insurance which is not 
registered at Ottawa -- Reinsurance not registered at 
Ottawa is unlicensed; and if you reinsure with an 
unlicensed reinsurer, you must set up a reserve in the 
Blue Book for the full amount of aeas debts on your 
contra account. 

COMMISSIONER GRANT: You are permitted to do 
it but you must set up a reserve if you do. 

MR, SMITH: Well, there is no stipulation in 
the reserve. These reserves to a large extent, I 
think, are, shall we say, stipulations by the Department 
to be sure that insurance companies maintain sufficient 
assets to meet catrosphe, about which we have talked 
elsewhere in the brief. 

THE CHAIRMAN: Are you properly using the 
word "reserve" in this connection, 


MR, SMITH: No. 
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THE CHAIRMAN: Reserves indicate that you 
must establish something in your accounts, I think, I 
don't think that is indicated by these requirements, 
is it? 

MR, SMITH: It is stipulated by the Blue 
Book, but that is all. 

There is a peculiar situation, The Act 
which governs the statements in the Blue Book does not 
refer to an auditor at ali, 

THE CHAIRMAN: Does not refer to what? 

MR, SMITH: Does not refer. to an auditor; does 
not require it to be signed by an auditor in the case 
of a Federal company. 

MR, MICHENER: The three items in the column 
to which you have referred, Mr. Chairman, and the next 
one and the one immediately below it are the three 
reserves, aS we call them, on page 19, in inverse 
order, 

COMMISSIONER BEAUVAIS: You show the 
variations throughout the year. 

MR, MICHENER: Yes. 

THE CHAIRMAN: So long as business increases, 
the reserve would go up but when it declines the 
reserve would go down, 

MR. MICHENER: Yes. When business increases 
in the long run the Treasury loses no taxes. It is 
tax deferrment. 

COMMISSIONER PERRY: Do you know the reason 
for the 15 per cent requirement? Is it to protect the 


company against a decline in the value of it assets 
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or because of a catasrophe? 

MR, MICHENER: I think it is additional 
protection for the policyholder over and above. There 
is no real measure of the liability of the company. If 
you take the premiums as the measure of liability, it is 
obviously not a measure of liability so if you add 
15 per cent, it doesn't make much difference. It is 
arbitrary anyway. 

COMMISSIONER PERRY: I am just wondering 
to what extent there was double counting in this 
reserve that you are suggesting. 

MR. MICHENER: Whether there was a duplication? 

COMMISSIONER PERRY: Yes. One could argue 
that this 15 per cent would serve the purpose of meeting 
a catastrophic claim but if your resources were always 
in balance,there would be no need for a reserve, 

MR, MICHENER: I think the answer is that 
there is no measure of your liability. However, unearned 
premium has been taken as a measurement and that is 
arbitrary. 

We suggest, of course, that all of the 
earnings of the company should be capable of being 
treated as a reserve and until they are appropriated to 
the shareholders!’ use, we set up this substantial 
reserve in a continued way. 

COMMISSIONER PERRY: To accomplish that 
result. 

MR, MICHENER: Yes, but it might still leave 
some of them, depending on the experience in the 


industry. 
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ANGUS, STONEHOUSE & CO, LTD. 6529 
TORONTO, ONTARIO 


THE CHAIRMAN: I think you have made your 
point very clearly indeed, Mr. Michener. I can well 
understand that and I am sure with sympathy. 

Being an accountant, I am perhaps a little 
petty in my resistance to adapting from what I think 
is appropriately measured as income. Perhaps there is 
a wider purpose for reserves than just a measurement 
of income, 

However, we are dealing with income tax 
which of course, should be related to income. There 
are many meetsnces where there are concessions allowed 
by means of a deduction from that income such as 
special depreciation or reserves for industry of 
different kinds. Maybe this is a case where irrespective 
of what accounting measurement is used, some consideration 
should be given to some special treatment. 

I can assure you we will give it our full 
attention and consideration, Thank you very much indeed 
for this submission and appearing today and answering 
our questions very patiently and very fully. 

It is nice to mave seen you. 

MR, MICHENER: We are grateful to have had 
such a thorough hearing. Thank you very much, 

THE SECRETARY: Mr. Chairman, I have not had 

until 
an opportunity/now to enter into the record as 
Exhibit 286 the notes which Mr, Mychener wished to 
place on the record as an exhibit. Those were the 
Dominion 
notes of the 7/x Superintendent of Insurance from 
his report of 1962; and also Exhibit 287, a pamphlet 


called "The Law and the Profits" from a speech by 
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ANGUS, STONEHOUSE & CO, LTD. 6530 
TORONTO, ONTARIO 


Mr. MacGregor, the Superintendent of Insurance, 
THE CHAIRMAN: We will stand over until 9:30 
a.m,, Thursday morning. 


---Adjournment, 
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